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HEARING TO REVIEW U.S. AGRICULTURE 
POLICY IN ADVANCE OF THE 2012 FARM BILL 


WEDNESDAY, APRIL 21, 2010 

House of Representatives, 
Committee on Agriculture, 

Washington, D.C. 

The Committee met, pursuant to call, at 11:00 a.m., in Room 
1300 of the Longworth House Office Building, Hon. Collin C. Peter- 
son [Chairman of the Committee] presiding. 

Members present: Representatives Peterson, Holden, McIntyre, 
Boswell, Baca, Scott, Herseth Sandlin, Cuellar, Walz, Kagen, 
Schrader, Halvorson, Dahlkemper, Bright, Markey, Kratovil, 
Schauer, Kissell, Murphy, Pomeroy, Childers, Minnick, Lucas, 
Goodlatte, Moran, Johnson, Graves, King, Neugebauer, Conaway, 
Smith, Roe, Luetkemeyer, Thomas, Cassidy, and Lummis. 

Staff present: Aleta Botts, Dean Goeldner, Craig dagger, Keith 
Jones, John Konya, Clark Ogilvie, James Ryder, Lisa Shelton, 
Anne Simmons, Cherie Slayton, Tamara Hinton, Josh Mathis, Josh 
Maxwell, Nicole Scott, Pelham Straughn, and Sangina Wright. 

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A 
REPRESENTATIVE IN CONGRESS FROM MINNESOTA 

The Chairman. The hearing of the Committee on Agriculture to 
review U.S. agriculture policy in advance of the 2012 Farm Bill will 
come to order. 

Good morning, everybody. Welcome to today’s hearing of the 
Committee. Mr. Secretary, welcome. We appreciate very much you 
taking the time to be with us today and look forward to you shar- 
ing with us your views on how things are going with the current 
farm bill and where we are heading in the future. 

It seems like we just finished work on the 2008 Farm Bill, and 
we are here again. I guess that is probably my fault. I think it is 
good for us to get an early start to take a look at where we are, 
where we are heading and if there are things we can do in a better 
way. 

The 2008 Farm Bill was more than just about farms. It did con- 
tinue the safety net that protects farmers and ranchers, provides 
them with some certainty that they rely on to stay in business. 
But, the farm bill also made historic investments in nutrition, con- 
servation, renewable energy for the first time, research, rural de- 
velopment, fruit and vegetables, and organic agriculture. In fact, 
when you consider farm bill funding, less than 14 percent of the 
farm bill’s funding is spent on traditional farm programs and crop 
insurance. In reality, we maybe shouldn’t be calling this a farm 
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bill. It should be the food bill. I think we did name the bill, the 
Food, Conservation and Energy Act of 2008. 

While traditional farm programs are a relatively small portion of 
the proportion of the funding, these programs are seen as essential 
by a lot of folks in U.S. agriculture. We have a system of inde- 
pendent farmers and ranchers working the land and without some 
certainty that farm programs provide, these farmers would have a 
much more difficult time getting financing, putting their crops in 
the ground and staying in business. There are very few farmers 
today, small, medium or large, who have enough up-front capital 
to put a crop in the ground without financing from a bank or some 
other financial institution, and without farm programs, many farm- 
ers wouldn’t have the backing or the resources to be able to get 
that financing from those institutions. 

For those who complain about agribusiness and big farmers con- 
trolling farming today, I can assure you that if we got rid of farm 
programs or the safety net like some ideologues want us to do that 
we would end up with corporate agriculture running and then pro- 
ducing the food in this country. Our farms then end up being in 
the hands of people that have deep pockets and that is in my opin- 
ion the exact opposite direction of what we want to do. 

Just as agriculture has evolved over the years, I believe that our 
farm programs must also evolve to ensure that the safety net or 
risk management tools, whatever you want to call them, for farm- 
ers and ranchers are there. Considering today’s economic realities, 
we need to decide if the existing farm programs are providing ade- 
quate protection and to take a look at kind of where we are. I have 
asked the farm groups to consider new policies or programs that 
might do a better job of giving them the risk management tools 
that they need to stay in business. 

Yesterday the Committee had a hearing in Pennsylvania. I 
thought it was an excellent hearing. The dairy industry is ahead 
of the curve. I would have been shocked to say this 2 or 3 years 
ago but I guess $9 milk, $10 milk gets people’s attention and they 
have seriously engaged on an effort to reform the dairy program. 
I am very impressed with the progress that has been made, the 
way the industry is coming together, and frankly, they are ahead 
of the curve. They are ahead of all of the other farm groups be- 
cause they were forced to be ahead of the other farm groups. I 
would encourage all the other folks that haven’t been in a crisis 
necessarily to take a look at things now before they get in a crisis 
and find out that what is in place is not going to be adequate to 
get them through it. 

So we also have to be realistic in terms of our budget situation. 
I think most of us on this Committee are not interested in running 
up the deficit. In fact, we are probably more interested in trying 
to get the deficit under control. And so as we move ahead with this 
farm bill, I am not going to be looking for additional resources. I 
think we have to live within the baseline that we currently have 
for the farm bill and we will proceed in that manner. 

So I want to welcome the Secretary to the Committee today. 
Over the last year and a half, the Secretary, Members of this Com- 
mittee, and I have worked closely to see that for the most part the 
2008 Farm Bill has been implemented in the way Congress in- 
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tended. There have been some challenges along the way but I ap- 
preciate the good communications and the relationship that we de- 
veloped in the process. I very much appreciate, Mr. Secretary, that 
you are not out having 50 town meetings around America with 
your own farm bill. That is very helpful from my perspective. We 
understand that you are going to have ideas and we welcome your 
ideas and input as we move ahead with this. But, I want to see 
us work together so that we are all heading in the same direction. 
There aren’t enough of us left in agriculture to be heading in dif- 
ferent directions. We need to work together. We have been doing 
that and I very much appreciate the relationship that we have de- 
veloped. 

I also want to say as we did in the last farm bill that I am com- 
mitted to this process being open, transparent, bipartisan. I look 
forward to working with any of my colleagues on both sides of the 
aisle from all regions to make sure that we put together a bill that 
supports food, fiber, conservation, energy, rural development and 
the needs of people in rural America. There is a lot of ground to 
cover. It is time to get started. 

[The prepared statement of Mr. Peterson follows:] 

Prepared Statement of Hon. Collin C. Peterson, a Representative in 
Congress from Minnesota 

Good morning and welcome to today’s hearing of the House Agriculture Com- 
mittee. I know that it seems like we just finished work on the 2008 Farm Bill, and 
here we are again to talk about the next farm bill, which we will come up in 2012. 

The 2008 Farm Bill was about much more than just farms. It did continue the 
safety net that protects farmers and ranchers and provides the certainty they rely 
on to stay in business. But the bill also made historic investments in nutrition, con- 
servation, renewable energy, research, rural development, fruit and vegetable prod- 
ucts, and organic agriculture. 

In fact, when you consider farm bill funding, less than 14 percent of the farm bill’s 
funding is spent on traditional farm programs and crop insurance. In reality, we 
could be calling this the “food bill” instead of the “farm bill.” 

While traditional farm programs have a relatively small proportion of funding, 
these programs are essential to the continuing success of U.S. agriculture. We have 
a system of independent farmers and ranchers working the land, and without the 
certainty that farm programs provide, these farmers would not be able to get the 
financing that they need to put a crop in the ground. There are very few farmers — 
small, medium, or large — who have enough up-front capital to put a crop in the 
ground without financing from the bank. Without farm programs, many farmers 
would not be able to stay in business. And for those who complain about agri- 
business and big farmers controlling farming today, I can assure you that if we got 
rid of farm programs, like some ideologues want, corporate agriculture would be- 
come the only reality. 

Now, just as agriculture has evolved over the years, I believe that our farm pro- 
grams must also evolve, to ensure that the safety net provides adequate support for 
our farmers and ranchers. Considering today’s economic reality, we need to decide 
if the existing farm programs are providing adequate protection, and I have asked 
farm groups to consider new policies or programs that might provide a better safety 
net for producers. 

When considering economic realities, we also have to recognize that the fiscal sit- 
uation facing this country is serious, and we are going to have to live within the 
budget we currently have for farm bill programs when we write the next bill. I will 
not ask for money outside of the farm bill budget as we did during the last farm 
bill because it is just too complicated to involve other Committees in the process. 

I want to welcome Secretary Vilsack to the Committee today. Over the past year 
and a half, Secretary Vilsack has worked closely with the House Agriculture Com- 
mittee to see that, for the most part, the 2008 Farm Bill has been implemented in 
the way Congress intended. There have been some challenges along the way, but 
I appreciate the good communications and relationship that we have developed in 
the process. 
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This hearing is the first step in the process of writing the next farm bill. A bill 
this large and that covers so many important issues takes a lot of time and effort 
to get it right, and I am committed to a process that is open, transparent, and bipar- 
tisan. I look forward to working with my colleagues on both sides of the aisle and 
from all regions of the country to be sure that we put together a bill that supports 
the food, fiber, conservation, energy and rural development needs of this country. 

We have a lot of ground to cover, so let’s get started. 

The Chairman. I am going to recognize the Ranking Member, 
and Mr. Secretary, we will put you on for whatever time you may 
consume after that. Mr. Lucas. 

OPENING STATEMENT OF HON. FRANK D. LUCAS, A 
REPRESENTATIVE IN CONGRESS FROM OKLAHOMA 

Mr. Lucas. Thank you, Mr. Chairman, and I want to thank you 
for being so proactive in starting these hearings in anticipation of 
writing the 2012 Farm Bill. As you are aware, we have quite a 
challenge ahead of us. I look forward to the Secretary’s remarks. 
I hope we can all work together towards producing another viable 
safety net for our producers. 

The 2008 Farm Bill was another investment in the future of 
rural America. Not only did we provide a viable safety net for pro- 
ducers but we also made substantial investments in conservation 
and nutrition programs during a time of need for many Americans. 
A lot of people do not realize that 75 percent of farm bill spending 
goes to nutrition programs. Yes, 75 percent of the farm bill spend- 
ing. In addition to these investments, this Committee, led by Chair- 
man Peterson, accomplished substantial reforms in the realm of 
payment limits. This is a fact that should not be forgotten by those 
who always seem ready to attack our programs. 

This next farm bill is shaping up to be one of the most difficult 
since I have been in Congress. There are many challenges. Not 
least of all is the uncertainty of the budget parameters under 
which the next farm bill will be written. In 2002, the Agriculture 
Committee received $79.5 billion in additional funding. In 2008, we 
received an additional $7 billion that was targeted mostly towards 
nutrition programs. This time we will be lucky to receive level 
funding, but even that is a bit deceiving since many of the popular 
conservation programs do not have funding past the 2012 date. In 
essence, we already start with a deficit. 

Another big challenge is the competing interest for precious fund- 
ing. The Administration has made it clear that it wants to cut 
funding in Title 1. The Administration proposed cuts to direct pay- 
ments and crop insurance. It also proposed cuts to Title II funding 
such as EQIP, CSP and others. Those interests must be balanced 
to have a successful farm bill. 

While I appreciate the Chairman’s proactive spirit, I do have con- 
cerns about whether we have enough perspective regarding the ef- 
fectiveness of many of the new programs authorized under the 
2008 Farm Bill. For example, the ACRE program, which signed up 
nearly 13 percent of the base acres, has yet to make a single pay- 
ment. The new SURE Program has had one sign-up and has issued 
payments only for the 2008 crop. The new CSP Program which this 
Committee did not even have in its original House version does not 
have final rules yet. I question if we can realistically look ahead 
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to crafting the 2012 Farm Bill when we haven’t had a full year or 
2 of participation in some of these new programs. 

In addition to all the challenges mentioned, we also have many 
non-farm bill issues that could have a much larger effect on our 
producers. The prospect of cap-and-trade or other carbon tax pro- 
posals still hangs over the head of our producers. The effect of cap- 
and-trade legislation must be considered regardless of whether we 
believe, like I do and many of my colleagues do on this Committee, 
that it will have a devastating impact on the agricultural commu- 
nity or agree with the Secretary, who stated that our farmers and 
ranchers will benefit from cap-and-trade. 

I also have serious concerns about the effect of an EPA that is 
overreaching and what effect that will have on our producers. It 
seems every day that the EPA, the Environmental Protection Agen- 
cy, is coming out with a new regulation that makes it harder for 
producers to make a living. The Department of Agriculture needs 
to be more of an advocate for our producers in this Administration. 

With that said, I welcome the challenge. I welcome the debate we 
will have about the future of the safety net for our producers. I 
look forward to going into the field next week and simply listening. 
I want to hear from producers about what is working and what is 
not, and I have said it before and I will say it again, our farmers 
and ranchers produce the safest, most abundant, most affordable 
food and fiber supply in the history of the world. It is our job to 
produce policy that enables them to continue. I look forward to 
hearing from Secretary Vilsack today and hear about what the De- 
partment thinks of current and future agriculture policies. Thank 
you, Mr. Chairman. 

Prepared Statement of Hon. Frank D. Lucas, a Representative in Congress 

FROM Oklahoma 

Mr. Chairman, I want to thank you for being so proactive in starting these hear- 
ings in anticipation of writing the 2012 Farm Bill. As you are aware, we have quite 
a challenge ahead of us. I look forward to the Secretary’s remarks. I hope we can 
all work together toward producing another viable safety net for our producers. 

The 2008 Farm Bill was another investment in the future of rural America. Not 
only did we provide a viable safety net for producers, but we also made substantial 
investments in conservation and nutrition programs during a time of need for many 
Americans. A lot of people do not realize that 75 percent of farm bill spending goes 
to nutrition programs. 

In addition to those investments, this Committee led by Chairman Peterson ac- 
complished substantial reforms, especially in the realm of payment limits. This is 
a fact that should not be forgotten by those who always seem ready to attack our 
programs. 

This next farm bill is shaping up to be one of the most difficult since I’ve been 
in Congress. There are many challenges. Not least of all is the uncertainty of the 
budget parameters under which the next farm bill will be written. In 2002, the Agri- 
culture Committee received $79.5 billion in additional funding. In 2008, we received 
an additional $7 billion that was targeted mostly toward nutrition programs. This 
time we will be lucky to receive level funding, but even that is a bit deceiving since 
many of the popular conservation programs do not have funding past 2012. In es- 
sence, we already start with a deficit. 

Another big challenge is the competing interests for funding. The Administration 
has made it clear that it wants to cut funding from Title I. The Administration pro- 
posed cuts to direct payments and crop insurance. It also proposed cuts to Title II 
funding such as EQIP, CSP, and others. Those interests must be balanced to have 
a successful farm bill. 

While I appreciate the Chairman’s proactive spirit, I do have concerns as to 
whether we have enough perspective regarding the effectiveness of many of the new 
programs authorized in the 2008 Farm Bill. For example, the new ACRE program 
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which signed up nearly 13 percent of the base acres has yet to make a single pay- 
ment. The new SURE program has had one sign-up, and has issued payments only 
for the 2008 crop. The new CSP program, which this Committee did not even have 
in the House version, does not have final rules. I question if we can realistically look 
ahead to crafting the 2012 Farm Bill when we haven’t had a full year or 2 of partici- 
pation for some of these new programs. 

In addition to all of the challenges mentioned, we also have many “non-farm bill” 
issues that could have a much larger effect on our producers. The prospect of cap- 
and-trade or other carbon teix proposals still hang over the head of our producers. 
The effect of cap-and-trade legislation must be considered regardless of whether you 
believe like I do — and many of my colleagues on this Committee do — that it will 
have a devastating impact on the agriculture community, or you agree with the Sec- 
retary who has stated that our farmers and ranchers will benefit from cap-and- 
trade. 

I also have serious concerns about the effect an overreaching EPA will have on 
our producers. It seems every day the EPA is coming out with a new regulation that 
makes it harder for producers to make a living. The Department of Agriculture 
needs to be more of an advocate for our producers in this Administration. 

With that said, I welcome the challenge. I welcome the debate we will have about 
the future of the safety net for our producers. I look forward to going into the field 
next week and simply listening. I want to hear from producers about what is work- 
ing and what is not. I have said it before and I will say it again: our farmers and 
ranchers produce the safest, most abundant, most affordable food supply in the his- 
tory of the world. It’s our job to produce policy that enables them to continue. 

I look forward to hearing from Secretary Vilsack today and hear what the depart- 
ment thinks of current and future agriculture policy. 

The Chairman. I thank the gentleman for his statement and for 
the continued good way that we have been able to work together 
and look forward to doing that through this process. 

The chair would request that other Members submit their open- 
ing statements for the record so that the witness may begin the 
testimony and we ensure that there is enough time for questions. 
Without objection. 

So with that, I would like to welcome our witness, the Secretary 
of Agriculture, Mr. Vilsack, to the Committee one more time and 
we appreciate you being here and look forward to your testimony. 

STATEMENT OF HON. THOMAS J. VILSACK, SECRETARY, U.S. 

DEPARTMENT OF AGRICULTURE, WASHINGTON, D.C. 

Secretary Vilsack. Mr. Chairman, thank you very much for the 
opportunity to appear this morning in front of this Committee, and 
I want to thank you and the Ranking Member for the opportunity 
that you have provided to me. 

I want to first and foremost recognize the important role that 
this Committee has in beginning important work for rural America 
today with this conversation and discussion. You have my written 
testimony, but what I would like to, with your permission, is to 
speak from the heart today about the condition of rural America. 

I want to first and foremost recognize the important role that 
rural America plays in our country and the significant role that the 
farm bill plays in assisting rural America in doing its job. It is, as 
the Ranking Member indicated, the source of our food, our fiber, 
our feed, our fuel, often not appreciated also, our water, and I 
would suggest to this Committee it is also the source of our values. 
When this country was founded many years ago, 90 percent of 
those in this country were farmers, suggesting that our value sys- 
tem began and was rooted very deeply in the soil of our natural 
resources in our rural areas. 
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With the Chair’s permission, I would like to use a few slides to 
essentially show folks where we have been, where we are and hope- 
fully as a guide to where we can go. 

[The information referred to is located on p. 29.] 

Secretary ViLSACK. The first slide I want to present, and I be- 
lieve the Committee has been furnished copies of these slides, is to 
simply suggest and to reinforce the comments of both the Chair- 
man and the Ranking Member about the productivity of American 
agriculture. Back in 1940, one American farmer was responsible for 
feeding 19 people around the world. Today, one American farmer 
helps to feed 155 people. That number continues to grow. It is a 
fact and a statistic that is not fully appreciated by many in this 
country, in large part, because many are now more than several 
generations removed from those who farmed the land. 

You would think, given the productivity of American farmers, the 
most productive in the world, that they would, as would be the case 
in most other occupations, be recognized for it, appreciated for it 
and would be able to make sufficient income from it to be able to 
support their families. But the reality is, and the next chart will 
show, what a challenge it is for American farm families. This chart 
essentially shows the percentage of income family farmers have in 
America today that comes from their farming operation. You can 
see that as of 2009, 81 percent of farm income comes from some- 
thing other than the farm. Only nine percent comes from family 
farm operations. This suggests the need for a continuation and sup- 
port for a very strong safety net, a safety net that includes invest- 
ments in research and development to increase productivity, con- 
tinued investment in conservation programs, particularly for small 
landholders, a continued emphasis as this Administration is fo- 
cused on expanding exports, the development of additional domes- 
tic markets, the appropriate balance of crop insurance, disaster 
payments and direct payments. But, it also suggests that there is 
another aspect of the safety net that is often overlooked and under- 
appreciated by those outside of rural America, and that is the sig- 
nificance and importance of jobs, good-paying, high-paying, quality 
jobs. Unfortunately today, too many of America’s farm families are 
requiring off-farm income, and that makes it a challenge for us to 
focus on how we can create new and better opportunities in rural 
America. 

At the same time that we are challenged with an income level 
that only creates nine percent of family farm income, we also see 
a significant aging of the farm population, which is another chal- 
lenge that must be addressed as we discuss the next farm bill. This 
slide indicates and shows the rapid acceleration of the aging nature 
of American farmers today. In 1945, the average age of the Amer- 
ican farmer was 39 years of age. Today it is 58. In just the last 
5 years, we have seen an increase of 2 years. There is a substantial 
percentage of American farm families with farmers that are over 
the age of 65. In fact, it is roughly 28 percent of the entire farming 
population. That comes to about eight percent of the general work- 
ing population. So this is a significant issue and it is one that di- 
rects us to focus on a robust effort to promote beginning farmers, 
expanding the good work that was started in the 2008 Farm Bill 
with the Beginning Farmer Program, but indicating a need for us 
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to really focus over the next couple of years on how we can encour- 
age development of new and innovative programs that will allow 
for sweat equity that will enable a young person to pursue the 
dream of being a farmer. 

The aging nature of farms, the continued challenges of income 
are also reflected in the general economic conditions of rural Amer- 
ica. This chart essentially shows the rapid increase of unemploy- 
ment in rural America, which is a concern of all of us, and again 
suggests and directs that we need to make a renewed effort in de- 
veloping quality jobs in rural America. In addition to unemploy- 
ment, we also see a substantial difference between incomes, be- 
tween those who live in rural areas and those who live in metro 
areas. This chart suggests that there is as much as $11,000 to 
$12,000 difference in income per capita between rural areas and 
metro areas. I think it is incumbent upon us to try to figure out 
strategies and ways in which we can reduce that gap so that people 
who want to live in rural America can afford to do so. Next slide. 

The workforce in rural America also faces challenges in terms of 
education level. This chart suggests that those who work and live 
in rural America have fewer college degrees, more high school di- 
plomas and more people without a high school diploma, a serious 
challenge in terms of creating a quality workforce. So some atten- 
tion needs to be paid not just in this Committee but in other com- 
mittees as well to the disparity in educational achievement levels. 
If we are going to build a quality workforce, then it has to be a 
well-educated workforce, and time and attention needs to be di- 
rected in this area. Next slide. 

As is the case with farmers, it is also true in rural America that 
we are seeing an aging population. We have a substantially greater 
percentage of people in rural America that are over the age of 65, 
as this chart indicates. And so when you have high unemployment, 
low educational achievements, substantially lower incomes, what 
you have will ultimately be a loss of population. And this is a deep 
concern to me, and I believe a deep concern to this Committee, that 
we continue to see many of our rural counties losing population. 

Let me suggest that this Committee should be congratulated for 
the work it did in 2008 on the farm bill and that this Congress and 
Administration should receive some credit for additional resources 
provided under the Recovery and Reinvestment Act. The reason 
being is what you have done with the work in the farm bill and 
additional investments through the Recovery Act and broadband is, 
I believe you have created a framework for a new rural economy, 
one that can help create quality jobs that keep people not only on 
the farm but in rural areas. The reality is that additional resources 
in broadband expansion, the energy title, the farm bill, additional 
opportunities in ecosystem markets, linking conservation payments 
to expanded hunting and fishing opportunities, as well as our ef- 
forts to try to link local production with local consumption, create 
a new dynamic in rural America. I think we need to build on that 
foundation. I think we need to continue to expand those opportuni- 
ties. 

I fully appreciate the challenges, economically, that this Com- 
mittee faces and we will work and pledge to work with you to pre- 
serve as much of the baseline as is possible so that you have as 
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much flexibility in your work as possible. Recognizing that this 
framework is in place, let me suggest that there is a need for better 
coordination between the programs that the USDA has and pro- 
grams that are offered by other Federal agencies. Right now what 
we have are agencies working in isolation from each other. There 
is not much coordination. There is not the opportunity to leverage 
resources and to coordinate and consolidate resources so that they 
have a substantial outcome in changing the dynamic of the rural 
regional economy. 

In addition, we can do a much better job of working with our 
local partners at the local level and a regional effort to try to stim- 
ulate growth and development around communities that will be the 
engines of economic opportunity. That will require us to have 
greater flexibility and a suggested opportunity for this Committee 
to focus our efforts on the specific results that you want us to ob- 
tain. I think those results ought to be about growing substantial 
income opportunities. It ought to be about continuing to expand in- 
novatively the safety net that allows farmers to stay on the farm 
and to be able to expand our numbers. We have seen a loss of pro- 
duction agriculture in terms of numbers over the last several years. 
That is a trend which we ought to at least commit ourselves to try- 
ing to reverse. 

Candidly and in conclusion, what I will simply say is this: The 
President and I have a vision which you all share, and that vision 
starts at a kitchen table in a rural community and could very well 
be on a farmstead in which a mother and a father are sitting 
around the table talking to their adult son or their adult daughter 
or it could be a grandchild. In that conversation, instead of encour- 
aging them to look elsewhere for opportunities, they are encour- 
aging them to stay in rural America, to build their life, to pursue 
their dreams and to create real opportunity for their families in 
rural America. The great thing about our country is that we have 
a strong core, and that core is rural America. While it only rep- 
resents one in six of the country’s population, 45 percent of the peo- 
ple that serve us in uniform come from rural America. That gets 
back to the point I made at the beginning, which is that our values 
are rooted in rural America. We cannot, we should not, and we 
must not allow opportunity to continue to be squeezed in rural 
areas because if we do, not only will farm families suffer, not only 
will small towns suffer, but our core values will suffer. 

Mr. Chairman, again I appreciate the opportunity to be here. I 
recognize that our job is to help and assist this Committee in pro- 
ducing the very best bill it can produce, and I look forward to work- 
ing with all of you to do so. Thank you. 

[The prepared statement of Secretary Vilsack follows:] 

Prepared Statement of Hon. Thomas J. Vilsack, Secretary, U.S. Department 
OF Agriculture, Washington, D.C. 

Mr. Chairman, Ranking Member and Members of the Committee, thank you for 
the opportunity to appear here today to discuss the implementation of the Food, 
Conservation and Energy Act of 2008, as well as to discuss future directions for 
farm policy. This hearing provides us with a chance to reflect on the many successes 
of the 2008 Farm Bill and discuss its implementation, all while thinking ahead to 
its reauthorization in 2012. I look forward to working with Members of this Com- 
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mittee, and other Members of the House and Senate, to help develop future policies, 
programs, and initiatives. 

Let me start off by acknowledging the hard work of the Members of this Com- 
mittee and your staff. Having worked diligently with my own staff across the coun- 
try over the past 15 months to implement the bill, I can now fully appreciate the 
months of hard work that went into crafting this important piece of legislation. You 
are all to be commended for the strong bipartisan bill that overcame multiple obsta- 
cles before becoming law. 

As you know, the breadth and depth of the farm bill is incredible. With the pro- 
grams and authorities that Congress provided to USDA in the 2008 Farm Bill, we 
are in turn working to ensure that America’s farmers and ranchers have the tools 
that they need to remain viable and on the farm. It is also with these authorities 
that we work to fund rural hospitals, schools and fire stations, maintain a safe food 
supply, and sustain export markets for the commodities produced by our nation’s 
farmers and ranchers. Congress has given USDA an amazing opportunity to assist 
not only rural America with these tools and authorities, but the world. 

Let me begin by focusing on the subject of the hearing and why I am here before 
you today, to review the status of implementation of the Food, Conservation and En- 
ergy Act of 2008. 

2008 Farm Bill Implementation 

The Food, Conservation, and Energy Act of 2008 was enacted into law on June 
18, 2008. Since that time, USDA has worked diligently to draft and clear final farm 
bill regulations. Upon enactment of the 2008 Farm Bill, USDA began developing 
rules, procedures and policies to make efficient use of taxpayer resources and maxi- 
mize program benefits to production agriculture and other rural constituents. 

I believe that the United States Department of Agriculture and our partnership 
delivery system have an excellent story to tell in terms of implementing the 2008 
Farm Bill. When I became Secretary I inherited the job of implementing the farm 
bill roughly 6 months after its enactment into law. I believe that USDA has taken 
aggressive action on every aspect of program delivery, with impressive results for 
our customers. 

Mr. Chairman, you and Members of this Committee are to be commended for your 
work and vision on the many key provisions and policy modifications contained in 
the 2008 Farm Bill. While there are many excellent programs, initiatives, and provi- 
sions contained in the bill, I wanted to take a moment to highlight a few provisions 
that I feel are worth noting. The 2008 Farm Bill set a new course for agricultural 
research at USDA and substantially reorganized our structure in interacting with 
the academic community on key research initiatives. These provisions of the 2008 
Farm Bill are far-reaching and provided the opportunity to better focus our sci- 
entific efforts on key priorities for agriculture and for the nation. 

I am pleased to report that development and launch of the new National Institute 
of Food and Agriculture, authorized by the 2008 Farm Bill is complete. This exciting 
new organization is now under the capable and visionary leadership of Dr. Roger 
Beachy who is working to strategically apply resources, funding and staffing to ef- 
fectively meet the most high priority research objectives. Just 2 weeks ago, NIFA 
announced an important round of grant competition aimed at addressing critical 
issues such as climate change mitigation and adaption, sustainability, and develop- 
ment and transfer of key agriculture technologies. These steps could not have hap- 
pened without the foresight and action of this Committee during development of the 
2008 Farm Bill. 

A second example is the authorization of a new Office of Advocacy and Outreach 
at USDA. As you are aware, this Administration has taken clear and decisive action 
in settling the Pigford case and associated claims against the United States Depart- 
ment of Agriculture on the grounds of Civil Rights. In my time as Secretary, it is 
clear that in addition to getting serious about addressing Civil Rights complaints, 
USDA must have a firm commitment everyday toward better customer service, and 
improved customer outreach and support. In the 2008 Farm Bill, Congress author- 
ized the creation of a new Office of Advocacy and Outreach at USDA. The mission 
of this new entity is to do a better job up front of assisting a diverse customer base 
and to better tailor the Department’s services and activities toward meeting unique 
needs of communities and individuals. By better connecting with customers, we feel 
assured that fewer complaints will be filed in the future as the Department and its 
customers are better connected in a better working relationship. I am proud that 
USDA has taken aggressive and proactive steps to launch the new Office of Advo- 
cacy and Outreach. This new entity is now a visible part of the USDA leadership 
structure at our National Headquarters office and has been staffed by experienced 
and trained veterans of the USDA. By drawing upon the expertise and unique expe- 
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riences of a diverse group of trained professionals, USDA has sent a clear message 
that the mission, roles, and functions of this office be central to the mission of the 
Department. 

Beyond the implementation of special initiatives under tight timeframes at the be- 
ginning of this Administration, I am proud of the overall speed and through imple- 
mentation record of our Department on the farm bill. For example, turning to our 
Commodity programs, USDA quickly published reflations in the Federal Register 
pertaining to key provisions of the 2008 Farm Bill. These provisions included all 
Title I provisions related to cotton, the Milk Income Loss Contract (MILC) program, 
and Farm Loan Programs. We also published regulations related to the Direct/ 
Counter-Cyclical Payment Program (DCP) and the Average Crop Revenue Election 
(ACRE) Program, as well as pa3Tnent limitation reform. 

In 2009, USDA published nine farm bill regulations in the Federal Register, in- 
cluding all Title I sugar provisions. Marketing Assistance Loans and Loan Defi- 
ciency Payments (MAL & LDP), and the Biomass Crop Assistance Program (BCAP) 
Notice of Fund Availability, as well as the Conservation Reserve Program, Livestock 
Indemnity Program, Farm Storage Facility Loan Program, Emergency Livestock As- 
sistance Program (ELAP), Livestock Forage Program (LFP), and the Supplemental 
Revenue Assistance Payments Program (SURE). 

Mr. Chairman, the volume, complexity, and public policy impact of these provi- 
sions are great. Beyond the sheer number of rules and provisions that have been 
developed, deployed, and implemented, a massive volume of work has gone into ap- 
propriately weighing the voices of farmers, ranchers, and other constituents. In ad- 
dition, economic analyses and environmental impact considerations, as well as an 
assessment of civil rights and business impacts, have been thoroughly considered. 
Combined with these efforts, the achievements of our Department in successfully 
delivering these key programs to farmers and ranchers are all the more impressive. 

USDA was given the opportunity by Congress to implement fifteen titles and 
many special provisions. A full appraisal of the current implementation of those ti- 
tles is attached as an appendix to this testimony. I am proud of the dedicated pro- 
fessional staff of the United States Department of Agriculture at all levels of the 
organization, and pleased to be working in partnership with Congress and our na- 
tion’s producers, ranchers and a wide array of stakeholders on these important pro- 
grams. 

Beyond ensuring that rules are published and programs are made available 
through our field office delivery system, we have made great strides in ensuring 
that better policies for accountability are adopted. An example of this is a change 
in policy on base acreage calculations for key commodity programs. This change will 
formally reverse the decision by the prior Administration to eliminate base acres on 
federally-owned land. The decision by the prior Administration adversely impacted 
the market/rental value of federally-owned lands by eliminating the ability of buy- 
ers/renters to enroll in counter cyclical and crop revenue election programs. 

Mr. Chairman, through successive farm bill legislation. Congress has provided the 
critical tools to ensure that America has access to a safe, affordable food supply and 
basic building blocks of the American economy. You and all of the Members of this 
Committee are to be commended for your staunch support and advocacy for rural 
America. The results of your work truly affect every American every day. And I 
would advocate that the 2008 Farm Bill has a more extensive impact on Americans 
than any other statute. 

The Importance and Challenges of Rural America and its Future 

Regardless of the positive impacts of the farm bill, many American’s continue to 
question the efficacy of dedicating current levels of Federal resources and support 
through farm bill legislation. I believe that there is an important story that must 
be told regarding the importance of rural America, which serves as a basic building 
block for the rest of the economy. Despite the hardships, rural America is strong. 
At a time when our nation is experiencing one of the worst economic times in our 
history, it’s our rural farm and ranch families that are working every day to provide 
food, feed, fiber and fuel for the rest of our nation. 

In fact, it’s our American farmers and ranchers who are responsible for a trade 
surplus at a time when our country talks only of trade deficits. American agricul- 
tural products represent a trade surplus, which provides $22.5 billion to the U.S. 
economy. Moreover, estimates show that agriculture is responsible for one out of 
every twelve jobs in the nation. 

In addition, the actions that rural Americans take and their stewardship of the 
land directly impact water quality. As a result, rural Americans have a critical role 
in protecting the safety and security of our drinking water and the quality of our 
nation’s rivers, lakes, and streams. 
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Rural America represents so much more than farming and ranching alone. Rural 
America also plays a critical role in our national security. For example, even though 
only one in six citizens call rural America home, forty-five percent of our nation’s 
military is composed of Americans from rural areas. By providing food and fiber, 
a clean water supply, and security to our great nation, rural America truly serves 
as our backbone. In many ways, the welfare of rural America — its infrastructure, 
health, and education — is of vital importance to the success and well being of all 
Americans. 

In the past 40 years, the United States lost more than one million farmers and 
ranchers. During that period, income from farming operations, as a percentage of 
total farm household income, plunged to half of the previous level. Today, only 11 
percent of family farm income comes from farming. In order to maintain viable 
households, rural Americans have been forced to seek alternative sources of support, 
and benefits such as health insurance. These factors have changed the face of rural 
America. 

From the perspective of employment and income, recent studies indicate that the 
per capita income in rural America is approximately $11,000 below the urban and 
suburban workforce. In addition, job loss rates are higher in rural areas, and rural 
Americans are finding it more difficult to find and maintain quality jobs. Specifi- 
cally, loss of employment in light manufacturing sectors has been more severe in 
rural areas, meaning that rural families have reduced access to the key benefits 
that these quality jobs provide. 

The difficulties for rural America mean that young rural people have fewer oppor- 
tunities. Without viable employment opportunities, secure healthcare, modern infra- 
structure, and the growth of new industries, young people are choosing to leave 
their rural homes in search of jobs and opportunities elsewhere. As a result of these 
factors, the population of rural America faces significant challenges. The challenges 
described above and the nearly 2 decades of recession for rural America can seem 
overwhelming, but with the tools that Congress provided to USDA in the 2008 Farm 
Bill we are working to make rural America stronger. These needs can be even fur- 
ther addressed in the next farm bill. 

We need to reverse population declines, increase educational opportunities and op- 
portunities for our young people in rural America. It’s not just about the economic 
connections that rural America provides, but it’s about the value system that it pro- 
vides. We need to develop new strategies to bring prosperity back to rural America 
in a sustainable and significant way. 

I believe one model for the kinds of new creative approaches we can take in the 
next farm bill is found in USDA’s new Regional Innovation Initiative. This new and 
innovative regional and collaborative approach will center on five separate pillars 
promoted by the Administration and arising from USDA’s programs that assist 
rural America. Major emphasis will be placed on the following five key areas: 

• Broadband, 

• Renewable Energy and Biofuels, 

• Regional Food Systems and Supply Chains, 

• Forest Restoration and Private Land Conservation, 

• Ecosystem Market Incentives. 

USDA will work with Federal and private partners to develop metrics to measure 
and demonstrate the success of the approach. Based upon the sustained economic 
difficulties that rural America has faced, USDA will begin by measuring job develop- 
ment and preservation, along with growth of income. It is vitally important that 
rural America not only become a desired place for young people to secure long-term, 
quality employment. But even more importantly, rural America must become an at- 
tractive place for young people to establish homes and raise families. As such, the 
measures of success will be expanded to also track and report on population changes 
in rural places. In order to be truly successful in this endeavor, rural America must 
be at the heart of a thriving 21st Century American economy. 

Another critical component of the next farm bill must be a continued focus on en- 
ergy. Clearly energy conservation, development, and energy use policies have played 
an increasingly important role in agricultural and rural policy. I believe that the 
approach this Committee took in the 2008 Farm Bill was both visionary and very 
innovative. The mixture of research initiatives, grants for technology development 
and transfer are critical. In addition, program development and modifications that 
encourage the development of alternative and renewable energy sources is quite im- 
pressive. While many of the basic tools are in place, I would suggest that as a next 
step we need to better weave and integrate all of the tools into a more strategic 
framework. It is important to ensure that all of our authorities, program implemen- 
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tation practices, and future directions on energy and greenhouse gas issues are all 
working in concert. In addition, it will be important that we work on these issues 
within the framework of emerging ecosystem markets and thoroughly integrate 
these factors together along with public and private sector considerations. We will 
be doing a significant amount of work in the coming months to better assess and 
identify the kinds of changes that might best assist in this endeavor, and I look for- 
ward to working with this Committee on a holistic approach to energy in rural 
America. 

Working Toward the Next Farm Bill 

Mr. Chairman, as we move forward toward development of the next farm bill, it 
is important that we approach this new legislation with an eye toward truly making 
a difference in the future of the lives of millions of rural Americans. If we set our 
goals appropriately, we can properly assist and strengthen production agriculture, 
while also building and reinforcing the future of rural communities. Every oppor- 
tunity for bettering rural America should be considered. We need to adopt innova- 
tive approaches and listen to the needs of production agriculture and rural commu- 
nities. Again, I believe it is important to be ambitious and set our goals as high as 
possible. Rural America deserves no less from the next farm bill. 

Over the past year, I embarked on a rural tour. During this process, I traveled 
more than 46,000 miles and met with countless local farmers, ranchers, town lead- 
ers, teachers, etc. While the process took time and involved very difficult travel, I 
came away with a greater appreciation for the will and determination of rural 
America to succeed. I also came away with a stronger appreciation for the needs 
and challenges that rural America faces. 

In the coming months as we engage in development of the next farm bill, I look 
forward to bringing the experiences of these rural Americans, and others I have 
worked with to the table. I also look forward to offering the insights and expertise 
of our professional USDA staff, who have had the experience and pleasure of 
partnering with and learning firsthand about the needs of producers in the field. 
It is my pledge to appropriately assist, provide technical assistance and help better 
frame and push the debate toward the topics and issue areas that are most impor- 
tant to our constituents. I look forward to working with you, Mr. Chairman, and 
every Member of the Committee on that endeavor. 

I would be happy to respond to any questions that Members might have. 

Thank you. 


Appendix 


Title I — Commodity Programs 

Title II — Conservation 

Title III — Trade 

Title IV — Nutrition 

Title V — Credit 

Title VI — Rural Development 

Title VII — Research and Related 

Title VIII — Forestry 

Title IX — Energy 

Title X — Horticulture and Organic Agriculture 
Title XI — Livestock 

Title XII — Crop Insurance and Disaster 
Title XIV — Miscellaneous 
Title XV — Trade & Tax 


Title I — Commodity Programs 

Nearly all Title I provisions have been implemented through either interim or 
final rules. The Department is actively moving to address public comments received 
on the interim rules in final rules. Recent progress on Title I programs include: 

Payment Limitations and Payment Eligibility (Sec. 1603, 1604): A final rule 
was published in the Federal Register on January 7, 2010. The rule addresses the 
over 5,000 public comments received on the interim rule published in December 
2008. 

Partnership with IRS (Non-Farm Bill): On December 31, 2009, USDA an- 
nounced a partnership with the Internal Revenue Service to reduce fraud in farm 
programs. The actions are intended to strengthen the integrity and defensibility of 
USDA farm safety net programs and help the agricultural industry to meet require- 
ments included in the 2008 Farm Bill. USDA has finalized a Memorandum of Un- 
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derstanding with the Internal Revenue Service to establish an electronic informa- 
tion exchange process for verifying compliance with the adjusted gross income provi- 
sions, of the 2008 Farm Bill, for programs administered by USDA’s FSA and Nat- 
ural Resources Conservation Service. The electronic process that USDA developed 
with IRS reviews data from tax returns and compares these values to the AGI limi- 
tations from the 2008 Farm Bill. FSA and NRCS will receive a record that indicates 
whether or not the program participant appears to meet the income limits. Written 
consent will be required from each producer or payment recipient for this process. 
No actual tax data will be included in the report that IRS sends to USDA. As part 
of the review and evaluation process, participants whose AGI may exceed the limits 
will be offered an opportunity to provide third party verification or other informa- 
tion to validate their income. 

Durum Wheat Quality Incentive (Sec. 1613): Provision authorized appropria- 
tions for payments of up to 60 percent of the actual cost of fungicides to control Fu- 
sarium head blight on durum wheat. The 2010 Appropriations Act provided funding 
for this program. A final rule implementing the program is under development and 
is expected to be published in June 2010. 

Geographically Disadvantaged Farmers and Ranchers (Sec. 1621): Final 
rule is currently in Agency clearance and is expected to go to the Office of General 
Counsel during the next few weeks. Program will reimburse producers in Alaska, 
Hawaii, and U.S. territories and protectorates for high costs associated with trans- 
porting agricultural commodities and production supplies. 

Base Acres on Federally-Owned Land (Sec. 1603): Final rule was on display 
at the Federal Register on April 13, 2010, and effective the same day. The final rule 
makes several technical corrections and will also amend existing regulations for 
DCP/ACRE to formally reverse the decision by the prior Administration to eliminate 
base acres on federally-owned land. The decision by the prior Administration ad- 
versely impacted the market/rental value of federally-owned lands by eliminating 
the ability of buyers/renters to enroll in the DCP/ACRE programs. The restriction 
has been waived for the 2009 and subsequent crop years allowing producers to 
maintain eligibility for DCP/ACRE. 

Dairy Import Assessment (Sec. 1507): Required that dairy promotion and re- 
search assessments apply to all states, D.C., Puerto Rico and importers. The assess- 
ment rate was set at 16® per hundredweight for domestic milk and 7.5® per hun- 
dredweight for imported dairy products. The proposed rule was published May 19, 
2009, with a comment deadline of June 18, 2009. A final rule is being prepared. 

Dairy Commission (Sec. 1509): Created a Commission to conduct a comprehen- 
sive review and evaluation of the current Federal Milk Marketing Order (MMO) sys- 
tem and the other non-Federal MMO systems. The establishment of the commission 
was subject to the availability of appropriations and no funding has been provided. 
However, on January 6, 2010, USDA announced the selection of 17 members to a 
Dairy Industry Advisory Committee (DIAC), which will provide the Secretary with 
guidance on future dairy industry policy. The first meeting of the DIAC occurred 
in Washington, DC. on April 13-15, 2010. 

Title II — Conservation 

Nearly all Title II provisions have been implemented through either interim or 
final rules. The Department is actively moving to address public comments received 
on the interim rules and final rules. Recent progress on Title II programs include: 

Wetlands Reserve Program (WRP) (Subtitle C — Sec. 2201): An interim rule 
was published in the Federal Register on January 15, 2009. An amendment was 
published on June 2, 2009, to ensure NRCS is able to restore all lands enrolled in 
the program despite events subsequent to enrollment, corrected the eligibility cri- 
teria related to closed basin lakes and potholes, and notified the public of the agen- 
cy’s continued dedication to proactive restoration. The amendment reopened the 
public comment period. A final rule is under development that responds to public 
comment received on the 7 year ownership requirement, riparian land eligibility, 
pothole eligibility, property transfers, various program definitions, and payment lim- 
itations. 

Wetlands Reserve Enhancement Program (Subtitle C — Sec. 2206): A notice 
of funding availability for FY 2010 was published April 9, 2010. 

Conservation Stewardship Program (CSP) (Subtitle D — Sec. 2301): An in- 
terim rule was published in the Federal Register on July 29, 2009. The public com- 
ment period closed September 28, 2009, but was extended 30 days on September 
21, 2009 to October 28, 2009. A final rule is under development. 

Farm and Ranch Lands Protection Program (FRPP) (Subtitle E — Sec. 
2401): An interim rule was published in the Federal Register on January 16, 2009. 
A correction was published on July 2, 2009, that clarified the “contingent right of 
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enforcement” and reopened the public comment period. A final rule is under devel- 
opment to respond to public comment on the contingent right of enforcement, Fed- 
eral appraisal reviews, certification process, forest management plans, impervious 
surface limitation, national ranking criteria, credit for public access, and hazardous 
materials review. 

Grassland Reserve Program (GRP) (Subtitle E — Sec. 2403): An interim rule 
was published in the Federal Register on January 21, 2009. An amendment was 
published on August 21, 2009, that clarified the “contingent right of enforcement” 
language, removed the prohibition of producing energy for off farm use, and re- 
opened the public comment period for 30 days from date of publication. A final rule 
is under development that responds to public comments on various program defini- 
tions, wind power, native species, landowner contributions, long-term management 
funding, ranking priorities, state level priorities, and the terms and conditions of the 
GRP deed. 

Environmental Quality Incentive Program (EQIP) (Subtitle F — Sec. 2501): 

An interim rule was published in the Federal Register on January 15, 2009. The in- 
terim rule was both corrected and amended. A correction was published on March 
12, 2009, that corrected the application of pajunent limitation provisions as they 
apply to joint operations. An amendment was published on May 29, 2009 that rees- 
tablished policy that enables certain producers, who lease public lands, to be able 
to use EQIP funds on the public lands. A final rule is being developed to respond 
to public comment received on the following topics, public land eligibility, payment 
limitation, water rights, organic conservation assistance, at-risk species, and na- 
tional priorities. 

Agriculture Water Enhancement Program (AWEP) (Subtitle F — Sec. 2510): 

A notice of request for proposals for FY 2010 was published April 2, 2010. The FY 
2009 notice was published March 26, 2009. 

Wildlife Habitat Incentive Program (WHIP) (Subtitle G — Sec. 2601): An in- 
terim rule was published in the Federal Register on January 16, 2009. The interim 
rule was both corrected and amended. A correction was published on March 12, 
2009, that corrected the application of payment limitations as they apply to joint 
operations. An amendment was published on July 15, 2009, that expanded the defi- 
nition of agricultural lands to enable producers to enroll all lands included in their 
farming operation. 

Chesapeake Bay Watershed Program (Subtitle G — Sec. 2605): A notice of 
funding availability for FY 2010 was published March 12, 2010. The FY 2009 notice 
was published January 22, 2009. 

Regional Equity (Subtitle H — Sec. 2703): An interim rule was published in the 
Federal Register on January 13, 2009. This rule incorporated changes required by 
the 2008 Act and formalized agency regional equity provisions to establish consist- 
ency and certainty with implementation. NRCS evaluated the public comments and 
published a final rule in the Federal Register on December 4, 2009. The final rule 
responds to public comment received on the allocation process, contributing pro- 
grams, obligation thresholds, and established deadlines. 

Cooperative Conservation Partnership Initiative (CCPI) (Subtitle H — Sec. 
2707): A notice of request for proposals for FY 2010 was published April 2010. The 
FY 2009 notice was published March 10, 2009. 

State Technical Committees (Subtitle H — Sec. 2711): An interim rule was 
published in the Federal Register on November 28, 2008. The National policy. 
Standard Operating Procedures was published in the Federal Register on April 7, 
2009. The final rule responds to public comment received on committee responsibil- 
ities, composition of local working groups and the State Technical Committee, com- 
munication, subcommittees and other issues related to matters of discretion and 
meeting organization. The final rule was published December 17, 2009. 

Technical Service Provider Assistance (TSP) (Subtitle H — Sec. 2706): A 
final rule was published in the Federal Register on February 12, 2010. The rule in- 
cluded changes required by the 2008 Act, clarified the agency’s role with training 
TSPs, and established a process to ensure fair and reasonable payment rates and 
responded to public comments on TSP agreements, certification, definitions, evalu- 
ating TSPs, general program rules, outreach, payments, procurement and socially- 
disadvantaged producers. 

Conservation Practice Technical Assistance (Subtitle H — Sec. 2706): A no- 
tice that provided the results of a preliminary review of technical assistance and re- 
quests comments about how to improve the conservation practice standards was 
published in June 2009 with an initial 60 day comment period. An additional 30 
days was subsequently added to the comment period. 

Agricultural Management Assistance Program (AMA) (Subtitle I — Sec. 
2801): An interim rule was published in the Federal Register on November 20, 2008. 
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This rule incorporated changes required by the 2008 Act and incorporated changes 
to improve program administration and align program implementation with other 
financial assistance programs. A correction related to the application of payment 
limitation provisions was published on March 12, 2009. NRCS evaluated the public 
comments and published a final rule in the Federal Register on December 8, 2009. 
The final rule responds to public comment on program purposes and applicability, 
various program definitions, national priorities, program requirements, State Tech- 
nical Committee applicability to the program, payments, reestablishing failed prac- 
tices, violations, agency access to operating units, and other minor clarihcations. 

NRCS Compliance with NEPA (Non-Farm Bill): An interim rule was pub- 
lished in the Federal Register on July 13, 2009, that identified additional categorical 
exclusions applicable to NRCS programs, which are actions that NRCS has deter- 
mined do not individually or cumulatively have a signihcant effect on the human 
environment and, thus, should not require preparation of an environmental assess- 
ment (EA) or environmental impact statement (EIS) under the National Environ- 
mental Policy Act (NEPA). A hnal rule addressing comments received on the interim 
rule was published in the Federal Register on February 10, 2010. 

Conservation Reserve Program (CRP) (Subtitle B — Sec. 2101-2111): An in- 
terim rule implementing mandatory CRP provisions was published in the Federal 
Register on June 29, 2009, and was effective on that day as well. On October 7, 
2009, the distribution of CRP rental payments of $1.7 billion for FY 2010 was an- 
nounced. A second interim rule implementing farm bill provisions pertaining to 
transition incentives is being developed. The rule is targeted for publication in 
spring 2010. ESA is in the process of completing a Supplemental Environmental Im- 
pact Statement (SETS) for the remaining CRP provisions as required under the Na- 
tional Environmental Policy Act (NEPA). The SEIS must be completed before the 
remaining provisions can be implemented. 

Title III — Trade 

Consultative Group (Sec. 3205): On September, 23 2009, Agriculture Secretary 
Vilsack appointed 13 members to the Consultative Group to Eliminate the Use of 
Child Labor and Forced Labor in Imported Agricultural Products. The group rep- 
resents a diverse set of government, private sector and non-governmental organiza- 
tion entities, and has been charged with developing and making recommendations 
to the Secretary of Agriculture regarding guidelines to reduce the likelihood that ag- 
ricultural products imported into the United States are produced with the use of 
child or forced labor. 

The Group has been meeting monthly in order to develop recommendations which 
are due to Secretary Vilsack by June 2010. An open meeting to provide an oppor- 
tunity for public input was held on March 29. By June 18, 2011, the Secretary is 
required to release guidelines for a voluntary initiative to enable entities to address 
the issues raised by the Trafficking Victims Protection Act of 2000 (22 U.S.C. 7101 
et seq.). The guidelines must be published in the Federal Register and made avail- 
able for public comment for a period of 90 days. The Consultative Group will termi- 
nate on December 31, 2012. 

Local and Regional Food Aid Procurement (See. 3206): In FY 2009, USDA 
awarded a total of $4.75 million under the Local and Regional Food Aid Procure- 
ment Pilot Project to the UN World Food Program for held-based projects in Mali, 
Malawi and Tanzania. In FY 2010, USDA has an additional $25 million available 
to fund held-based projects. The majority of this funding will be used in emergency 
programs to expedite the provision of food assistance to populations affected by food 
crises and disasters in sub-Saharan Africa. To date, four proposals for funding have 
been received. Two of the proposals were from a Private Voluntary Organizations 
and two were from WFP. USDA is in the process of reviewing these proposals and 
expects to award all of the available funding by the end of the fiscal year. 

Title rV — Nutrition 

Programmatic Provisions: Ah Title IV mandatory programmatic provisions 
were implemented by states pursuant to the statute’s October 1, 2008 deadline. 
USDA provided statutory information and responded to technical questions, and 
monitored states to assure timely implementation. FNS will be following up with 
rulemaking to formalize the directives in 2010, as well as implement certain admin- 
istrative provisions. 

Healthy Incentive Pilot Projeets and Evaluation (Sec. 4141): Authorizes and 
provides $20 million for pilot projects to determine if incentives at the point-of-sale 
increase the purchase of fruits, vegetables, or other healthful foods among SNAP 
participants. FNS has solicited (1) applications from state SNAP agencies to admin- 
ister the Healthy Incentives Pilot, and (2) proposals to evaluate the Pilot. Links to 
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the solicitations and related information is on the project web page at (http:! / 
www.fns. usda.gov / snap! hip / ). 

Reports: FNS is working on a number of reports, including: 

School Food Purchase Study (Sec. 4307): This study will collect data for 
Fiscal Year 2009 food purchases under the National School Lunch Program. A 
data collection notice was published in the Federal Register Dec. 22, 2008. The 
study is intended to provide statistically valid national estimates of the types, 
amounts, and costs of food acquisitions (both purchased foods and USDA do- 
nated commodities) made by public school districts participating in the National 
School Lunch Program. The contract for data collection has been awarded and 
work is underway. 

Fresh Fruit and Vegetable Program Evaluation (Sec. 4304): This study 
will assess the impact of the FFVP, which was expanded to high-poverty schools 
across the nation by the FCEA, on fruit and vegetable consumption. A con- 
tractor has been selected and work is underway. 

Study on Comparable Access to Supplemental Nutrition Assistance for 
Puerto Rico (Sec. 4142): This study will examine the potential cost, policy and 
operational implications of transitioning Puerto Rico from their block grant for 
nutrition assistance to the SNAP. FNS expects to submit the report to Congress 
in May 2010. 

Commodity Procurement (Sec. 4404): Directed USDA to make Section 32 
specialty crop purchases of (in addition to the 2002 Farm Bill amounts): $190 
million for 2008, $193 million for 2009, $199 million for 2010, and $203 million 
for 2011, and $206 million for 2012 and thereafter. AMS purchased $390.3 mil- 
lion in specialty crops in FY 2008 and $472.8 million in FY 2009. As of March 
26, AMS has purchased $203 million in specialty crops for FY 2010. 

Title V — Credit 

Loan Servicing Activities (Sec. 5304, 5303, 14002): A proposed rule was pub- 
lished in the Federal Register on August 7, 2009. FSA has a target publication of 
a final rule in Summer 2010. 

Loan Making Activities (includes land contract guarantees). Conservation 
Loan and Loan Guarantees, Highly Fractionated Indian Lands (Sec. 5002, 
5005, 5501): Proposed regulations are under development and are expected to be 
published in the Federal Register by fall 2010. The agency is conducting consulta- 
tions with Native American Tribal Governments in the development of the regula- 
tions. 

Title VI — Rural Development 

Most provisions in Title VI were implemented for 2009 through a Notice of Fund- 
ing Availability (NOFA). The Department is developing regulations for these pro- 
grams for 2010. 

Broadband (Sec. 6110): Rural Development is drafting a rule that would imple- 
ment the farm bill’s broadband provisions. Revised regulations will be completed 
once Recovery Act funding has been fully utilized. Priority is being given to applica- 
tions received under the NOFA implementing the broadband provisions of the Re- 
covery Act. This work is being done in close coordination with the Department of 
Commerce, which also has funding for a similar program. Over 2,200 applications 
were received in response to the first NOFA for Recovery Act funding that was pub- 
lished in the Federal Register on July 9, 2009. Over $1,067 million in awards have 
been made to 68 broadband projects. Rural Development published a second NOFA 
in the Federal Register on January 22, 2010; the application window closed on 
March 29, 2010. 

Rural Micro-entrepreneurship Assistance Program (Sec. 6022): This is a 
new program for providing both loans and grants for intermediaries to establish re- 
volving funds to make small loans to micro-entrepreneurs and grants for technical 
assistance. Rural Development published a proposed rule to implement this provi- 
sion October 7, 2009. Rural Development received over 400 comments, which were 
used to develop the interim rule. Funding will be made available after the final reg- 
ulations are published. 

Value-Added Producer Grants (Sec. 6202): A NOFA making available $18 
million for FY 2009 was published in the Federal Register on May 6, 2009. However, 
that NOFA was withdrawn due to concerns related to certain new restrictions, in- 
cluding a $500,000 limit of producer income and scoring preference for innovative 
projects. A revised NOFA was published on September 1, 2009; the application win- 
dow closed on November 30, 2009. Rural Development received 550 applications in 
response to the FY 2009 NOFA. The applications are currently under review and 
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awards will be made in the third quarter of FY 2010. USDA is currently revising 
regulations for the value added program as required by the 2008 Farm Bill. 

Rural Transportation Study (Sec. 6206): Required USDA and DOT to conduct 
a study of transportation issues regarding the movement of agricultural products, 
domestically produced renewable fuels, and domestically produced resources for the 
production of electricity for rural areas of the U.S., and economic development in 
those areas. A cooperative agreement with Washington State University has been 
approved. The report is being finalized for submission to Congress. 

Title VII — Research and Related 

Veterinary Medicine Loan Repayment Program (VMLRP) (Sec. 7105): An 

interim rule was published in the Federal Register on July 9, 2009. A Solicitation 
for Veterinarian Shortage Situations was published in the Federal Register on Janu- 
ary 22, 2010. On March 25, 2010 NIFA submitted a final rule which establishes the 
process and procedures for designating veterinary shortage situations and admin- 
istering the VMLRP as authorized by the National Veterinary Medical Services Act. 
In April 2010, NIFA anticipates simultaneously publishing in the Federal Register 
the Notice of Selected Veterinarian Shortage Situations and the Request for Appli- 
cations for participation in the VMLRP which will be solicited for a 60 day period. 
NIFA expects to make loan repayment offers prior to the end of the fiscal year. 

High Priority Research and Extension Areas (Sec. 7204): The Annual Re- 
port on Response to Honey Bee Colony Collapse Disorder was sent to Congress in 
June 2009. 

Organic Agriculture Research and Extension Initiative (OREI) (Sec. 
7206): In FY 2009 OREI funded twenty-seven awards, totaling $17.2 million. Fur- 
ther, the FY 2010 RFA was posted on Grants.gov on November 18, 2009, and closed 
on February 9, 2010. Total program funding of $19 million will be competitively 
awarded in FY 2010. 

Specialty Crop Research Initiative (SCRI) (Sec. 7311): In FY 2009 SCRI 
funded thirty-five awards, totaling $46.6 million. Further, the FY 2010 RFA was 
posted November 3, 2009 and closed on January 14, 2010. Total program funding 
of $47.3 million will be competitively awarded in FY 2010. 

Beginning Farmer and Rancher Development Program (BFRDP) (Sec. 
7410): In FY 2009, $17.2 million was available to fund BFRDP. The competitively 
awarded FY 2009 BFRDP request for applications (RFA) closed on May 13, 2009. 
Twenty-nine (29) awards, totaling $17.2 million were processed prior to the end of 
the year. Further, the FY 2010 RFA was posted February 5, 2010 and will close on 
April 6, 2010. Total program funding of $18 million will be competitively awarded 
in FY 2010. 

Agriculture and Food Research Initiative (AFRI) (Sec. 7406): In FY 2009, 
approximately $185 million was available to fund AFRI projects. Awards totaling 
$92 million were processed prior to the end of the year and $93 million was carried 
forward to FY 2010. On March 23, 2010, Dr. Beachy hosted a webcast to announce 
the availability of $262 million in FY 2010 for the AFRI Program as well as the 
release of six requests for applications (RFAs). One RFA calls for research projects 
addressing the six AFRI priority areas. The other five RFAs address these five soci- 
etal challenge areas: childhood obesity, climate change, food safety, global food secu- 
rity, and sustainable bioenergy. In addition, a single, separate NIFA Fellowship 
Grant Program RFA to fund opportunities for pre- and post-doctoral fellowships will 
be released shortly. NIFA also will publish joint RFAs utilizing FY 2010 AFRI funds 
(e.g., Joint Climate Change Prediction Research Program with the Department of 
Energy (DOE) and the National Science Foundation (NSF)). 

Hispanic-serving Agricultural Colleges and Universities (HSACUs) (Sec. 
7129): NIFA anticipates the publication of proposed rules associated with the 
HSACU certification process by June 30, 2010, and the HSACU Endowment Pro- 
gram by July 31, 2010. 

Study and Report on Food Deserts (Sec. 7527): A study assessing the inci- 
dence and prevalence of food deserts was sent to Congress in June 2009. 

REE Roadmap (Sec. 7504): The Roadmap was delivered to the House and Sen- 
ate Agriculture Committees on Wednesday, March 31, 2010. 

National Institute of Food and Agriculture (Sec. 7511): On October 1, 2009, 
Cooperative State Research, Education, and Extension Service (CSREES) became 
the National Institute of Food and Agriculture (NIFA). Dr. Roger Beachy, founding 
president of the Donald Danforth Plant Science Center, was introduced as the first 
director of NIFA on October 8, 2009. NIFA will be publishing revised delegations 
in the Federal Register to reflect the authorities that were transferred to the Insti- 
tute from CSREES. 
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Plan of Work (Sec. 7505): In 2010, NIFA will convene a Panel of Experts chosen 
with input from the Regional Executive Directors for Research and Extension. The 
panel will be run in a manner similar to the external Portfolio Review panels NIFA 
convenes every 5 years to assess specific program portfolios, except as a collabo- 
rative effort with members from both the Land-Grant Universities and NIFA. 

This membership on this panel will include a total of approximately ten persons 
from the Land-Grant University partners; at least two from each of the five regions 
for both research and extension. Of the approximately ten regional representatives, 
the panel will include at least two directors of research and two directors of exten- 
sion. Other regional members of the panel from the Land-Grant University partners 
will include persons responsible for writing the Plans of Work in the state from re- 
search and extension, accountability and evaluation specialists, and budget officers. 
Membership on the panel from NIFA will include Planning and Accountability staff. 
Policy staff. National Program Leaders, and Information Technology staff. The Ac- 
countability and Reporting Leader from the Office of Planning and Accountability 
will provide primary panel support. 

This Plan of Work and Annual Report of Accomplishments panel of experts will 
assess the relevance, quality, and usefulness of the performance data received from 
the Plan of Work and Annual Report of Accomplishments and Results beginning 
with the FY 2007 Plan of Work. Moreover, the panel will focus on, and make rec- 
ommendations for improving and further streamlining the Plan of Work and Annual 
Report. These improvements include, but are not limited to, citing specific data ele- 
ments for inclusion and exclusion. The panel will complete a written report to NIFA 
with these recommendations for implementation. Every 5 years a panel of experts 
will reconvene to further assess the relevance, quality, and usefulness of the per- 
formance data received from the Plan of Work and Annual Report of Accomplish- 
ments and Results and make recommendations to further its improvement if nec- 
essary. 

Title VIII — Forestry 

Forest Resouree Coordinating Committee (See. 8005): The charter for the 
FRCC was signed by former Secretary Schafer. The nomination period ended on 
January 6, 2009 and the Forest Service received over 45 nominations. Once selec- 
tions are made, selected members will be notified and a press release drafted. The 
target is to have the first meeting of the committee in 2010. 

State Assessments and Strategies (Sec. 8002): State Forestry agencies are ac- 
tively working on these documents which are due to be completed and submitted 
to the Forest Service by June 18, 2010. The Deputy Chief for State and Private For- 
estry will approve the Assessments and Strategies. They will define forest condi- 
tions, issues, and strategies for each state and will be used in to develop and imple- 
ment programs and policies for the protection, conservation, and enhancement of 
forest resources. 

Community Forest and Open Space Conservation Program (Sec. 8003): 

The FY 2010 budget included $500,000 to initiate implementation of the new Com- 
munity Forest and Open Space Conservation Program. The Forest Service com- 
pleted drafting the proposed rule for this program in February 2010. The working 
title for the Community Forest and Open Space Conservation Program is the Com- 
munity Forest Program (CFP). 

Cultural and Heritage Cooperation Authority (Sec. 8101-8107): The Forest 
Service Office of Tribal Relations is coordinating agency efforts to implement all pro- 
visions of the Cultural and Heritage Cooperation Authority. Three provisions (8103, 
8104, and 8105) will require updates to direction provided in the agency’s manual 
and handbook. While agency direction is updated. National Forest System units are 
accepting applications from Tribes wishing to utilize the new authorities on a case- 
by-case basis. 

Temporary Closure for Traditional and Cultural Purposes (Sec. 8104): A 

revision to the regulation at 36 CFR 261 and updates to Forest Service Manual 2300 
and 2330 and FS Handbook 2309.13, Chapter 50, are under development. 

Reburial of Human Remains and Cultural Items (Sec. 8103): The Reburial 
Interim Directive has been issued providing guidance to field employees. A final di- 
rective will be issued once consultation with Tribes is completed. 

Green Mountain National Forest Boundary Adjustment (Sec. 8301): The 
Green Mountain National Forest (Vermont) completed a boundary modification in 
2008 to include 13 designated expansion units as authorized in Section 8031. 

Lacey Act (Sec. 8204): The Lacey Act places strict controls on trade and domes- 
tic commerce in any plant, with some limited exceptions, taken or traded in viola- 
tion of the laws of the United States or a U.S. state or most foreign laws. The Act 
also makes it unlawful to import certain plants and plant products without a plant 
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import declaration. APHIS, in cooperation with other agencies, has taken a phased 
approach to enforcement of the declaration requirement and has taken into account 
comments received from foreign governments as well as commercial and environ- 
mental interests. On September 2, 2009, APHIS published a notice to inform the 
public of the Federal Government’s revised plan to phase in enforcement of the 
plant import declaration requirement and other implementation plans. Among other 
issues addressed, the revised plan responds to earlier, comments stating that the 
requirement to identify the plant genus and species in composite and recycled or 
reused materials would be difficult and in some cases impossible. In response, en- 
forcement of the declaration for such commodities has been delayed. Review of expe- 
rience implementing the declaration is underway and rule making to define exemp- 
tions for common food crops and common cultivars is in process. 

Healthy Forests Reserve Program (HFRP) (Sec. 8205): A final rule was pub- 
lished in the Federal Register on February 10, 2010. The rule included changes re- 
quired by the 2008 Act, made minor administrative adjustments, and responded to 
public comment received during the 2006 interim rule comment period. The final 
rule also responds to public comment on landowner protections, ranking and fund- 
ing allocations, compatible use authorizations, appraisals, carbon sequestration, co- 
ordination with state agencies, environmental credits, native species, conservation 
practices, restoration plan modifications, state-listed species, and other program re- 
quirements. HFRP is administered by the Natural Resources Conservation Service. 

Title rX — Energy 

Biobased Markets Program (Sec. 9002): A proposed rule to establish a vol- 
untary labeling program for biobased programs was published on July 31, 2009. The 
comment period closed on September 29, 2009, and 35 comments were received. 
USDA is currently developing the final rule. 

Biorefinery Assistance (Sec. 9003): In response to a Notice of Funding Avail- 
ability (NOFA) that was published on November 20, 2008, USDA approved a condi- 
tional commitment for an $80 million guarantee for a cellulosic ethanol plant in 
Soperton, Georgia on January 16, 2009. The recipient. Range Fuels, also received 
a $76 million grant from Department of Energy (DOE) for this plant on November 
6, 2007. Construction of the plant is underway. A second loan for $25 million was 
awarded and since cancelled after the applicant was unable to secure alternative 
private sector financing when the original lender pulled out of the project. A third 
loan was recently approved for Sapphire Energy for $54.5 million, in conjunction 
with a $50 million grant from DOE. A NOEA was published on March 12, 2010, 
making the residual amount of funding from the FY 2009 available. Rural Develop- 
ment anticipates the publication of permanent regulations in September 2010. A 
proposed rule was published in the Federal Register on April 16, 2010. 

Repowering Assistance (Sec. 9004): The farm bill provided $35 million in 2009. 
A NOFA for $20 million to make payments for the conversion of biorefinery heating 
and power systems to renewable biomass was published in the Federal Register on 
June 12, 2009. Five applications for $13.2 million in funding were received in re- 
sponse to the NOFA. The applications are located in Minnesota, Kansas and Iowa. 
All applicants were ethanol facilities and use natural gas, electricity or coal for heat 
and power. A NOFA was published on March 12, 2010, making the residual amount 
of funding, $6.8 million, available. The application window closes on June 15, 2010. 
A proposed rule was published in the Federal Register on April 16, 2010. 

Bioenergy Program for Advanced Biofuels (Sec. 9005): The farm bill pro- 
vided $55 million in 2009. A Notice of Contract Proposals for $30 million to make 
payments to biorefineries for the production of advanced biofuels (other than kernel 
corn starch) was published in the Federal Register on June 12, 2009. USDA has pro- 
vided 161 tentative contracts for execution by applicants; payments can be made to 
biorefineries for the production of advanced biofuels (other than kernel corn starch) 
by the end of December 2009. A NOFA was published on March 12, 2010, making 
the remaining funding from the 2009 NOFA available, $15.5 million; the application 
window closes on May 30, 2010. A proposed rule was published in the Federal Reg- 
ister on April 16, 2010. 

Biodiesel Fuel Education Program (Sec. 9006): The $1 million in funding 
available for FY 2009 has been obligated by the National Institute of Food and Agri- 
culture (NIFA) to the National Biodiesel Board and the University of Idaho. NIFA 
awarded continuation grants for an initial project period of 1 year and agreed to 
support the efforts for a predetermined period contingent upon the availability of 
appropriated funds and the satisfactory progress of this project. If these elements 
are met, additional support will be provided to the funded project in each of FYs 
2010 through 2012. 
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Rural Energy for America Program (REAP) (Sec. 9007): A Notice of Solicita- 
tion of Applications (NOSA) soliciting applications for about $2.4 million in grants 
for energy audits was published in the Federal Register on March 11, 2009. A NOSA 
for the remaining portion of the $60 million available for FY 2009 was published 
in the Federal Register on May 26, 2009. This funding may be used for guaranteed 
loans and grants for a wide range of energy efficiency improvements and renewable 
energy systems and grants for energy audits and feasibility studies. Over 1,500 
awards for grants, loan guarantees and loan guarantee/grant combinations were 
made in the 4th quarter of 2009. The 2010 Appropriation Act provided $39 million 
in funding for grants and loan guarantees in addition to the $60 million of farm bill 
mandatory funding. The combination of mandatory and discretionary funding will 
provide $408 million in program level in 2010. A NOSA to solicit application for 
grants and loan guarantees is under development. A proposed rule to incorporate 
the audit and feasibility provisions into the current regulation will be published 
soon. 

Biomass Research and Development Initiative (BRDI) (Sec. 9008): Awards 
totaling $25 million were provided at the end of Fiscal Year (FY) 2009 from USDA 
and doe’s Office of Biomass Programs. The BRDI board met in March 2010 and 
was briefed on the development of the FY 2010 Notice of Solicitation of Applications. 
The 2008 Farm Bill provides $28 million for grants for FY 2010, in addition to $5 
million of funding provided by DOE for a total of $33 million available in FY 2010. 
Grants funds are provided to eligible entities to research, develop, and demonstrate 
biomass projects for (1) Feedstocks Development, (2) Biofuels & Biobased Products 
Development, and (3) Biofuels Development Analysis. Administration of the BRDI 
grants program was delegated to NIFA. NIFA expects to release the RFA shortly. 

Feedstock Flexibility Program (Sec. 9010): The program is on standby status 
until such time as the Commodity Credit Corporation acquires an inventory of 
sugar. 

Biomass Crop Assistance Program (BCAP) (Sec. 9011): On June 11, 2009, 
FSA published a Notice of Funding Availability (NC)FA) implementing BCAP provi- 
sions pertaining to payments for the collection, harvest, storage, and transportation 
(CHST) of biomass material delivered to an eligible biomass conversion facility. The 
CHST portion of BCAP operated under this NOFA until its termination with the 
publication of the proposed rule. CHST payments were authorized to continue 
through March 31, 2010, pending completion of regulatory development. FSA pub- 
lished a proposed rule, on February 8, 2010, implementing the BCAP program, the 
60 day public comment period closed on April 9, 2010. The public comments are un- 
dergoing review and will be taken into consideration in the development of a final 
rule which is expected to be published later this year. A draft Programmatic Envi- 
ronmental Impact Statement (PEIS) was published in August 2009 with a 45 day 
comment period. The comments will be addressed in the final PEIS which will be 
published in the near future. Payments for CHST in FY 2009 were about $14.5 mil- 
lion and $166 million in FY 2010. 

Forest Biomass for Energy Program (See. 9012): This program included an 
authorization to appropriate up to $15 million per year from 2009 through 2012. No 
funding has been appropriated. The FY 2011 budget requests $15 million to imple- 
ment this program. 

Community Wood Energy Program (See. 9013): This program included an au- 
thorization to appropriate up to $5 million per year from 2009 through 2010. No 
funding has been appropriated. The FY 2011 budget requests $5 million to imple- 
ment this program. 

Title X — Hortieulture and Organie Agrieulture 

Seetion 32 Study (Sec. 10101): Required USDA to arrange for an independent 
study and evaluation of the purchasing processes principally devoted to perishable 
agricultural commodities provided in Section 32. AMS signed a cooperative agree- 
ment with the University of California at Davis on Sept. 19, 2008. The report will 
be released shortly. 

Quality Requirements for Clementines (Sec. 10102): Added clementines to 
the list of products in Section 8e of the Agricultural Adjustment Act. Section 8e pro- 
vides that whenever specified domestically produced commodities are regulated 
under a Federal marketing order, imports of the commodity must meet the same 
or comparable grade, size, quality and maturity requirements. Industry must re- 
quest the establishment of a Federal clementines marketing order for the farm bill 
language to be implemented. No such request has been made. 

Mushroom Promotion and Research (Sec. 10104): Allowed for the develop- 
ment of a program for good agricultural practices and good handling practices under 
the Mushroom Promotion, Research and Consumer Information Order, as well as re- 
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apportioned the membership of the Mushroom Council to reflect shifts in domestic 
mushroom production. AMS published the flnal rule implementing these provisions 
in the Federal Register on October 2, 2009. 

Farmers’ Market Promotion Program (FMPP) (See. 10106): Extended the 
FMPP through 2012 and provided $33 million in CCC) funds: $3 million in 2008, $5 
million in 2009 and 2010, and $10 million in 2011 and 2012. Sec. 10106 specified 
statutorily the categories of farmer-to-consumer direct marketing activities eligible 
for funding under the program, and required that not less than ten percent of the 
funds used to carry out the program in a fiscal year are to be used to support the 
use of electronic benefits transfers (EBT) at farmers’ markets. AMS issued a Notice 
of Funding Availability (NOFA) on March 13, 2009 and AMS awarded 86 grants to- 
taling more than $4.5 million covering 37 states for FY 2009. The 86 awards went 
to 65 nonprofit organizations, 16 local governments, two agriculture cooperatives, 
two Tribal governments, and one producer network. Thirty (30) of the 86 grants pro- 
mote the use of new EBT projects. AMS is developing regulations for FY 2011 and 
subsequent years and anticipates publication of a final rule in December 2010. The 
2010 NOFA was announced in the Federal Register on March 1, 2010. 

Specialty Crops Market News Allocation (Sec. 10107): Authorized $9M for 
each FY 2008-2012, to remain available until expended, to carry out market news 
activities for fruits and vegetables. Although funding was not appropriated, AMS 
continues to carry out specialty crop market news activities as the Agency collects 
information on the current supply, demand and prices on nearly 400 domestic and 
70 foreign grown fruits, vegetables, nuts, ornamental and specialty crops. 

Expedited Marketing Order for Hass Avocados (Sec. 10108): Provided for an 
expedited marketing order for Hass avocados relating to grades and standards. The 
order is to become effective within 15 months of the date that the Department 
began the procedures for determining if the order should proceed. AMS has not yet 
received an industry proposal that would start the process. 

Specialty Crop Block Grants (Sec. 10109): Provided the following CCC fund- 
ing levels: $10 million in 2008, $49 million in 2009, and $55 million for 2010-2012. 
The section also: amended the definition of specialty crops by adding horticulture; 
added Guam, American Samoa, the U.S. Virgin Islands and the Commonwealth of 
the Northern Mariana Islands to the list of “states” eligible to apply for grants; and 
changed the grant allocation formula. These changes required AMS to undertake 
rulemaking which was completed on March 27, 2009 with the publication of the 
final rule in the Federal Register. AMS awarded 56 grants totaling $9.5 million in 
Fiscal Year 2008 and approximately $49 million for 745 projects in Fiscal Year 

2009. The 2010 NOFA (approximately $55 million) was released on January 29, 

2010 . _ 

National Organic Certification Cost-Share Program (See. 10301): Provided 
$22 million for FY 2008 for cost share activities to remain available until expended 
and increased the cost share reimbursement from $500 to $750. USDA is required 
to submit by each March 1 an annual report to Congress on program expenditures. 
The required report to Congress was delivered on March 20, 2009. For Fiscal Year 
2008, $3,905,000 was allocated to the states while in Fiscal Year 2009 $4,320,000 
was allocated to the states. On September 30, 2009, USDA announced the avail- 
ability of funds for the cost share program for Fiscal Year 2010 at $4,660,000. The 
2009 report was delivered to Congress on March 20, 2009. The 2010 report will be 
released shortly. 

Organic Production and Market Data Initiatives (Sec. 10302): Directed 
USDA to collect data on production, pricing, and marketing of organic agricultural 
products. The farm bill provided $5 million in mandatory funding which was to re- 
main available until expended and authorized additional appropriations of up to $5 
million for each FY 20(18-2012. The farm bill required a report to Congress within 
180 days of enactment on the progress made implementing these activities and iden- 
tif3dng additional production and marketing data needs. The report was delivered 
to Congress on Dec. 29, 2008 detailing how the money was allocated and would be 
used by each agency — ^AMS ($3.5 million), NASS ($1.0 million), and ERS ($0.5 mil- 
lion). AMS Market News (MN) has improved existing reporting of organic products 
and has planned for further enhancement of organic reporting and the development 
of additional organic market information tools. Specifically, AMS is undertaking 
modifications to the Market News Information System (MNiS) to: segregate organic 
data from conventional data; allow for input of data specific to organic commodities; 
migrate existing organic data from disparate systems; and create new reports and 
modify existing reports for presentation of organic market information. 

National Honey Board (Sec. 10401): Made a number of amendments to the 
Honey Research, Promotion, and Consumer Information Act. First, the farm bill di- 
rected AMS to consider a national research and promotion program for honey pack- 
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ers and importers. AMS received a proposal for this packers and importers program 
and conducted a referendum on that proposal from April 2-16, 2008. In the ref- 
erendum, 78 percent of those voting, representing 92 percent of the volume of those 
voting in the referendum; approved the program. The program became effective on 
May 22, 2008; 1 day after the final rule was published in the Federal Register. The 
first board meeting took place on September 4, 2008. With the approval of this new 
program, the collection of assessments under the Honey Research, Promotion and 
Consumer Information Order — authorized under the Honey Research, Promotion 
and Consumer Information Act — was suspended. A termination order for that pro- 
gram was published in the Federal Register on April 17, 2009. 

The second major requirement under Sec. 10401 directed USDA to consider estab- 
lishing a research and promotion program for domestic producers. On July 14, 2009, 
AMS published a proposed rule and solicited comments through September 14, 2009 
for a domestic honey producer program. AMS reviewed the comments it received 
and determined that a program is warranted. As a result, AMS has drafted ref- 
erendum procedures which are currently awaiting publication in the Federal Reg- 
ister. The referendum will be held May 10-28. A final rule will be published if the 
program is approved in the referendum. 

Honey COOL (Sec. 10402): Provided country of origin labeling (COOL) require- 
ments for honey that bears any official certificate of quality, grade mark or state- 
ment, continuous inspection mark or statement, sampling mark or statement or any 
combination of the certificates, marks, or statements of USDA. The Interim Rule 
was published in the July 8, 2009 Federal Register with comments due by Sep- 
tember 8. This rule, which became effective October 6, 2009, would establish a new 
regulation addressing country of origin labeling for packed honey bearing any offi- 
cial USDA mark or statement and would add a new cause for debarment from in- 
spection and certification service for honey. The final rule is under development. 

Plant Pest and Disease Management and Disaster Prevention Program 
(Sec. 10201): APHIS hosted several stakeholder meetings from May-September, 

2009, to seek input on the allocation of $45 million in farm bill funds to build and 
preserve critical plant health safeguarding infrastructure nationally for Fiscal Year 

2010. Funding will be distributed to enhance state and national efforts for pest de- 
tection and mitigation as well as ensure the viability of small farms and specialty 
crops through protection from economically devastating plant diseases and pests. 
APHIS has allocated funding to more than 50 state cooperators, universities. Fed- 
eral agencies, and nonprofit cooperators, supporting over 200 projects that will not 
only enhance pest detection and mitigation but will benefit both technology develop- 
ment and job creation. 

National Clean Plant Network (NCPN) (Sec. 10202): By July 2009, two spe- 
cialty crops; fruit trees (including apples, pears, peaches, plums, cherries and other 
stone fruits) and grapes (including table, juice, raisin, and wine fruit) were fully 
operational under the NCPN banner. As a result, five associated clean plant centers 
located in California, Missouri, New York, South Carolina, and Washington received 
$3.1 million in NCPN funding in September 2009 for pathogen diagnostics, therapy, 
and establishing disease free foundation plantings. Three other specialty crops are 
anticipated to be fully operational in FY 2010. They are citrus (serving both the 
fresh fruit and juice industry), berries (including strawberries, the blueberry/cran- 
berry group, and raspberries, blackberries, and other bramble fruit), and hops. In 
FY 2010 it is anticipated that NCPN funding of around $5 million may support five 
specialty crop groups involving pathogen detection to produce disease free plants at 
10-12 clean plant centers located in 9-10 states. 

From July 2009 to January 2010, NCPN stakeholders also met on numerous occa- 
sions to advance several critical issues impacting the network. This included estab- 
lishing a new grape clean plant foundation in the Middle Atlantic States and work- 
ing towards strengthening audit-based state nursery certification programs to en- 
sure that NCPN-developed clean plant material provided to industry remains 
uninfected as it moves through plant nursery systems. 

The 3rd NCPN Annual Stakeholders meeting is planned for May 11-13, 2010 at 
the University of California at Davis. Since initiating the NCPN stakeholder data- 
base in FY 2007, the number of persons enrolled has increased from 125 to over 
350 scientists, regulators, extension agents, and industry supporters in FY 2010. It 
is anticipated that 75-100 of these stakeholders shall attend the FY 2010 annual 
meeting and represent fruit trees, grapes, citrus, berries, and hops as well as pota- 
toes, sweet potatoes, olives, roses, and other specialty crops. 

Pest and Disease Revolving Loan Fund (Sec. 10205): Due to the absence of 
a suitable partner to act as the loan agent for the program the proposed rule for 
the Pest and Disease Revolving Loan fund has been withdrawn from the regulatory 
calendar. 
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Biotechnology Regulations (7 CFR Part 340) (Sec. 10204): In response to the 
proposed revision of plant-related biotech regulations, APHIS received over 66,000 
comments from members of the public, which includes over 15,000 comments from 
an earlier open comment period last fall. APHIS is continuing to analyze those com- 
ments and working with policy officials to determine next steps. 

Biotechnology Quality Management System (BQMS) (Sec. 10204): BQMS is 
a voluntary, audit-based compliance assistance program that assists universities, 
small businesses, and large companies develop sound management practices to en- 
hance compliance with regulatory requirements for field trials and movement of reg- 
ulated genetically engineered organisms. The draft audit standard for the BQMS 
was published on June 3, 2009, with a comment period which closed on October 23, 
2009. BQMS pilot registration audits were successfully completed for all five pilot 
participants. APHIS is currently evaluating the pilot, including public comment and 
feedback from the pilot participants, to inform future iterations of the BQMS pro- 
gram. 

Title XI — Livestock 

Notification, Documentation, and Recordkeeping Requirements for In- 
spected Establishments Proposed Rule (Sec. 11017): Requires official establish- 
ments to (1) prepare and maintain current, written procedures for the recall of meat 
and poultry products produced and shipped by the establishment for use should it 
become necessary for the establishment to remove product from commerce; (2) docu- 
ment reassessments of their process control (HACCP) plans and; (3) notify FSIS if 
they have reason to believe adulterated or misbranded product is in commerce. The 
proposed rule was published in the Federal Register on March 25, 2010. Comments 
are due by May 24, 2010. 

Catfish Inspection Proposed Rule (Sec. 11016): USDA is working to finalize 
the proposed rule establishing a mandatory catfish inspection program. 

Catfish Grading (Sec. 11016): Directed USDA to establish a voluntary fee based 
grading program for catfish. AMS has conducted several meetings with representa- 
tives of the catfish industry, one meeting with National Marine Fisheries Service 
officials, and with FSIS officials to discuss grading and inspection services. AMS is 
drafting proposed standards, which will be published in the Federal Register. 

Federal-State Interstate Shipment Cooperative Meat and Poultry Inspec- 
tion Program (Sec. 11015): FSIS’ published proposed regulations on Wednesday, 
September 16, 2009, (74 FR 47648). The comment period was extended from Novem- 
ber 16, 2009 to December 16, 2009. FSIS held two teleconference public meetings 
on October 27 and November 5 to gather comments from stakeholders on the pro- 
posed rule. FSIS is analyzing comments received in response to the proposal. FSIS 
has projected that a final rule will be published in September 2010. FSiS is review- 
ing the public comments in preparation for development of a final regulation. 

Livestock Mandatory Reporting (Sec. 11001): Required USDA to undertake 
a study on the effects of requiring packers to report information on wholesale pork 
cuts, due 1 year following enactment of the farm bill. USDA was also directed to 
implement an enhanced system of electronic reporting and to carry out a market 
news education program. AMS is seeking to develop and implement a proof-of-con- 
cept project that would add an improved user interface, including tools for data vis- 
ualization, to its primary system for disseminating Livestock Mandatory Reporting 
information through the Web. Also, AMS finalized in August 2009 a cooperative 
agreement with a team of university researchers identified by the Livestock Mar- 
keting Information Center to complete the study of pork reporting. A draft report 
was received on November 23, 2009, and the final report was transmitted to the 
House and Senate Agriculture Committees on March 22, 2010. 

Country of Origin Labeling (COOL) (Sec. 11002): Required country of origin 
labeling for muscle cuts and ground beef (including veal), pork, lamb, goat, and 
chicken; wild and farm-raised fish and shellfish; fresh and frozen fruits and vegeta- 
bles; peanuts, pecans, macadamia nuts, and ginseng sold by designated retailers. 
The final regulation was published in the January 15, 2009 Federal Register and 
became effective on March 16, 2009. FSIS issued its Interim Rule for Country of 
Origin Labeling for Various Meat and Poultry Products on August 28, 2008, and the 
Final Rule on March 20, 2009. AMS’ education and outreach program will assist in- 
dustry in achieving compliance with the provisions and requirements of the agen- 
cies’ rules. 

National Sheep Industry Improvement Center (Center) (Sec. 11009): Pro- 
vided for the re-establishment of the Center and its revolving fund to promote the 
strategic development activities and collaborative efforts that strengthen and en- 
hance the production and marketing of sheep or goat products in the United States. 
The authorization provided $1 million in mandatory spending for Fiscal Year 2008 
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to remain available until expended. AMS continues to work with other USDA agen- 
cies to re-establish the Center. 

Packers and Stockyards Act Regulations (Sec. 11005, 11006): GIPSA is in 
the final stages of developing a proposed a rule. 0MB review of the proposed rule 
was completed on March 8, 201(3. Proposed Rule is under final review for publica- 
tion in the Federal Register. The proposed rule would establish criteria to be used 
in determining: (1) whether an undue or unreasonable preference or advantage has 
occurred in violation of the Act, (2) breach of contract, suspension of a contract, and 
unfair capital investment, and (3) whether the arbitration process provided in a con- 
tract provides meaningful opportunity for the grower to producer to participate fully 
in the arbitration process. 

Annual Report (Sec. 11004): This section requires the Secretary to submit to 
Congress by March 1 of each year a report on investigations into possible violations 
of the Packers and Stockyards Act. The Secretary is required to report the number 
of investigations conducted by GIPSA and the number of referrals to the Office of 
the General Counsel and the Department of Justice. The 2009 report was submitted 
to Congress and posted on GIPSA website on March 20, 2009. The 2010 report was 
submitted to Congress and posted on GIPSA website on April 5, 2010. 

Title XII — Crop Insurance and Disaster 

Definition of Organic Crop (Sec. 12001): An interim rule with the new defini- 
tion for organic crop was published in the Federal Register on 11/24/2008, and was 
in effect for 2009 spring crops and 2010 fall crops. The final rule was published 9/ 
3/2009. 

Reduction in Loss Ratio (Sec. 12003): The results from a contract to perform 
a comprehensive review of crop insurance rating methodology have heen received 
and were released on the RMA website for public comment. RMA and the contractor 
have reviewed the public comments received and will be finalizing the report by 
April 15. 

Premium Adjustments — Rebating (See. 12004): This was included in the 2009 
Mandatory SRA Amendment. 

Controlled Business Insurance (See. 12005): This was included in the 2009 
Mandatory SRA Amendment. 

Administrative Fee (See. 12006): A final rule was published 6/27/2008. 

Catastrophie Coverage Reimbursement Rate (Sec. 12008): This was in- 
cluded in the 2009 Mandatory SRA Amendment. 

Grain Sorghum Price Eleetion (Sec. 12009): The farm bill required that RMA 
contract with participants from the grain sorghum industry and institutes for higher 
learning to develop a new process for establishing price elections. Five experts from 
USDA, the grain sorghum industry and institutions of higher learning proposed 
pricing methodologies. RMA solicited public comments on its proposed selected 
methodology in the Federal Register on July 24, 2009, and via a public meeting held 
August 20, 2009, in Kansas City, MO. RMA is implementing the selected method- 
ology for establishing grain sorghum price elections for the 2010 crop year. The re- 
ports received from the expert reviewers and RMA’s 2010 pricing methodology are 
available for review at RMA’s website, www.rma.usda.gov. 

Premium Reduction Authority (PRP) (Sec. 12010): PRP submission criteria 
were removed by a final rule published 2/26/2009. 

Enterprise and Whole Farm Units (Sec. 12011): RMA implemented the re- 
vised subsidies for enterprise and whole farm units via Information Memorandum 
PM 08-057 effective for 2009 crop year crops with November 30, 2008 and subse- 
quent contract change dates. A final rule revising the definition of enterprise unit 
in the Common Crop Insurance Regulations was published for purposes of program 
integrity on 11/23/2009. 

Payment for Portion of Premium for Area Revenue Plans (Sec. 12012): In- 
formational Memorandum PM-08-041 was posted 8/21/2008. 

Denial of Claims (Sec. 12013): Included in the 2009 Loss Adjustment Manual. 

Settlement of Crop Insuranee Claims on Farm-Stored Production (Sec. 
12014): The interim rule was published 11/24/2008. The final rule was published 
9/3/2009. 

Farm Stored Production Efficacy of Pack Factors (Sec. 12014(b)): A study 
to determine the efficacy and accuracy of pack factors used in the measurement of 
farm stored production is being conducted. RMA has entered into a partnership with 
the Agricultural Research Service (ARS) to conduct the required study, as well as 
develop a risk management tool for use by producers. A preliminary report is ex- 
pected in FY 2010. 

Time for Reimbursement (Sec. 12015): The farm bill requires that for the 2012 
and subsequent reinsurance years, FCIC move the date the Agency pays the Admin- 
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istrative and Overhead (A&O) payment to Approved Insurance Providers out to Oc- 
tober 1 from the current date of when the acreage report is submitted to the Agency. 
This will be incorporated into the 2011 SRA currently being drafted and negotiated. 

Reimbursement Rate (Sec. 12016): Revisions were included in the 2009 Man- 
datory SRA Amendments. 

Renegotiation of the Standard Reinsurance Agreement (SRA) (Sec. 
12017): Beginning with the 2011 reinsurance year, the Agency may renegotiate the 
SRA once every 5 years. RMA intends to negotiate a new SRA for the 2011 reinsur- 
ance year. RMA notified the appropriate Congressional Committees of the com- 
mencement of the negotiations, and has entered into discussions with Approved In- 
surance Providers. A second draft of RMA’s proposed 2011 SRA has been posted on 
the RMA website. 

Change in the Due Date for Corporation Payments for Underwriting 
Gains (Sec. 12018): Beginning with the 2011 reinsurance year, the farm bill re- 
quires that FCIC move the date of underwriting gain payments from February fol- 
lowing the reinsurance year out to October following the reinsurance year. This will 
be incorporated into the 2011 SRA. 

Malting Barley Quality (Sec. 12019): This was implemented in the 2009 Crop 
Year Special Provisions of Insurance. 

Crop Production on Native Sod (Sec. 12020): The interim rule was published 
11/24/2008. The final rule was published 9/3/2009. 

Information Management (Sec. 12021): The farm bill provided a mandatory 
source of funding for the RMA Information Technology Modernization (ITM) initia- 
tive. Analysis of system requirements is completed and development is in process. 
Full implementation is scheduled for 2011. 

Data Mining (Sec. 12021): The farm bill provided a mandatory source of funding 
for continuation of the data mining project ($4 million for FY 2009 and subsequent 
years). Data mining is a critical component of RMA efforts to eliminate fraud and 
abuse in the Federal crop insurance program. 

AGR for Beginning Farmers (Sec. 12023): A contract for research and develop- 
ment to modify the AGR programs to permit coverage of beginning farmers is antici- 
pated to be solicited in Fiscal Year 2010. 

Energy Crops (Sec. 12023): A study regarding a policy for selected energy crops, 
including switchgrass, has been completed. The study determined that while crops 
studied could be suitable for coverage under the existing pasture, rangeland and for- 
age concept, the industries did not appear to be mature enough for inclusion under 
the program at this time. RMA has also learned through its own consultation with 
producers and industry representatives that they may have more desire for an indi- 
vidual yield based plan of insurance. A solicitation for proposals to conduct research 
and development of the feasibility of developing an insurance product for dedicated 
energy crops closed March 1, 2010. RMA is currently evaluating proposals sub- 
mitted. 

Poultry Insurance (Sec. 12023): RMA awarded a contract to research the feasi- 
bility of developing an insurance product for poultp' to Watts and Associates on 
February 25. Work is underway, with a final feasibility study expected in Fall 2010. 

Apiary Policies (Sec. 12023): RMA awarded the contract to conduct research 
and development regarding the feasibility of insuring honeybees to Ag-Force. Work 
began in October, 2009. A final report is expected in June, 2010. 

Aquaculture (Sec. 12023): The farm bill required RMA to execute three or more 
contracts for research and development (R&D) of new aquaculture (insurance) poli- 
cies for Bivalve species. Fresh water species and Salmon/Shrimp. 

• Bivalve: Clam pilot complete; Oyster policy implemented February 2009. 

• Fresh Water: Trout and Catfish policies completed expert review. RMA with- 
drew products from consideration by the FCIC Board due to issues with product 
design and will be initiating further research and development in Fiscal Year 
2010. 

• Salmon ! Shrimp: Under review. Policies may be available in the private sector 
which would preclude FCIC involvement. 

Skiprow Cropping Practices (Sec. 12023): A contract for research into needed 
modifications to corn and grain sorghum policies that permit skiprow planting prac- 
tices was awarded to Windsor Strategy Partners. Work on the contract began in Oc- 
tober 2009. 

Organics (Sec. 12023): A contract for a study regarding organic price elections 
and rating (surcharge) was awarded February, 2009, to Watts and Associates. The 
initial report regarding available data was completed; as well as development of spe- 
cific pricing methodologies for selected crops. Any pricing methodology developed 
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would be applicable to crop year 2011 at the earliest. A final report on the rating 
review has been received and is under review. 

Camelina Pilot Program (Sec. 12025): RMA is continuing to evaluate options 
for addressing the farm bill requirement to develop a pilot program for camelina. 
A study of the feasibility of including camelina under the existing pasture, range- 
land and forage concept indicated that while camelina could be suitable for inclu- 
sion, the industry does not appear to be mature enough for inclusion at this time. 
In addition, RMA’s own interactions with producers suggested that their interest 
was in an individual production based policy. RMA has included camelina as a crop 
to be studied further in a study of the feasibility of insuring dedicated energy crops, 
which is currently in the process of being awarded. 

Sesame Pilot Program (Sec. 12025): The farm bill called for development and 
implementation of an insurance program for sesame production in Texas. A contract 
to develop a production based policy was awarded to Promar on January 6, 2009. 
The proposed Actual Production History Sesame pilot crop insurance program was 
approved by the Federal Crop Insurance Corporation Board of Directors for selected 
counties in Texas and Oklahoma on November 19, 2009. The APH-Sesame pilot will 
be effective for crop year 2011, pending identification of pay-go offsets for Oklahoma. 
Sufficient pay-go offsets have been located, so the Sesame APH pilot will be initi- 
ated for the 2011 crop year. 

Grass Seed Pilot Program (Sec. 12025): The farm bill directed development 
and implementation of a policy for Grass Seed production in Minnesota and North 
Dakota. A contract to develop a production based policy was awarded to Watts and 
Associates on March 27, 2009. The Federal Crop Insurance Corporation approved 
referral of proposed program materials to expert review on November 19, 2009. 
Final action by the FCIC Board of Directors is anticipated for early 2010. 

Risk Management Education for Beginning Farmers and Ranchers (Sec. 
12026): Special emphasis was put on this activity beginning with the 2009 Outreach 
Partnership Agreements. 

Declining Yield Report (Sec. 12030): The farm bill required reports to the ap- 
propriate Congressional Committees containing details about activities and options 
that address declining 3 delds for APH histories and perennial crops including Pe- 
cans. Two reports are being developed, one that focuses on the specific issues of pe- 
rennial crops (including Pecans), and a second that focuses on declining yield issues 
for annual and perennial crops. The report specific to perennial crops including Pe- 
cans has been completed and was submitted by the Department to the Senate and 
House Agriculture Committees. The second report on declining yield issues for an- 
nual and perennial crops should be complete by May 15, 2010. 

Tobacco Definition of Basic Unit (Sec. 12031): The final rule was published 
on 3/26/2009. 

Crop Insurance Mediation (Sec. 12032): A final rule was published 2/26/2009. 

Livestock Indemnity Program (LIP) (Sec. 12033): A final rule was published 
in the Federal Register on July 2, 2009. Producers were able to begin applying for 
benefits on July 13, 2009. For livestock losses that occurred from January 1, 2008 
to July 13, 2009, producers had until September 13, 2009 to file a notice of loss with 
their local FSA office. For livestock losses occurring after July 13, 2009, producers 
have 30 days from the date the death becomes apparent to file a notice of loss. A 
manual enrollment process is being used. 

Emergency Assistance for Livestock (ELAP) (Sec. 12033): A final rule was 
published in the Federal Register on September 11, 2009. Producers were able to 
begin applying for benefits on September 14, 2009. 

Livestock Forage Program (LFP) (Sec. 12033): A final rule was published in 
the Federal Register on September 11, 2009. Producers were able to begin applying 
for benefits on September 14, 2009. 

Supplemental Revenue Assistance Program (SURE) (Sec. 12033): A final 
rule was published in the Federal Register on December 28, 2009. Producers were 
able to begin applying for benefits on January 4, 2010 for 2008 crop losses. 

Tree Assistance Program (TAP) (Sec. 12033): A final regulation is under de- 
velopment in FSA. The target publication date is the spring of 2010. 

Title XIV — Miscellaneous 

Office of Advocacy and Outreach (Sec. 14013): The FY 2010 appropriations 
bill provided $1.7 million to establish the Office of Advocacy and Outreach (OAO). 
In addition, OAO will receive $20 million provided by the 2008 Farm Bill for the 
2501 Grants Program (previously managed by NIFA); $4 million for the section 
14204 Grants Program of the 2008 Farm Bill for agricultural labor force improve- 
ments that was transferred from RD; and an estimated $5.7 million in reimburse- 
ments for programs previously managed by the Office of Civil Rights (1890 and 1994 
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programs) and ARS (Hispanic Serving Institutions Program). This funding will 
allow OAO to begin efforts to lead USDA’s outreach efforts for small, beginning, and 
socially disadvantaged producers. OAO will be responsible for: overseeing the Advi- 
sory Committees on Minority Farmers and Beginning Farmers and Ranchers; ad- 
ministration of the Outreach to Socially Disadvantaged Farmers Grant Program 
(2501 Grants Program); overseeing the activities of the Office of Small Farms Co- 
ordination and the Farm Worker Coordinator; managing the 1994, 1890, and His- 
panic Serving Institutions Programs; and other outreach functions. 

Race, Ethnicity, and Gender (REG) Data Colleetion (See. 14006): ASCR is 
moving forward on efforts begun in conjunction with Section 10708 of the 2002 
Farm Bill to initiate Department-wide collection authority for RESNODA data. A 
working group has been formed consisting primarily of the Service Center Agencies 
(SCA), which includes Rural Development, Natural Resources Conservation Service, 
and the Farm Service Agency. The Risk Management Agency (RMA) is also partici- 
pating. The working group has been meeting to draft the information collection 
package and associated Departmental regulation. 

Outreach and Assistance for Socially Disadvantaged Farmers and Ranch- 
ers (OASDFR) (Sec. 14004): OASDFR was transferred from NIFA to the Office of 
Advocacy and Outreach on October 1, 2009. 

Cotton Classification User Fee Increase (Sec. 14201): Provided permanent 
authority for cotton classification services and allowed USDA to enter into leases of 
longer than 5 years or take title to property for the purpose of obtaining cotton clas- 
sification facilities. The 2009 user fee for grower’s cotton classification service will 
be increased, as determined by a new method allowed in the farm bill. The final 
rule was published June 4 with a July 1, 2009 effective date. 

Cotton Research & Promotion (Sec. 14202): The provision adds Kansas, Vir- 
ginia, and Florida to the definition of a cotton-producing state to be included in the 
Research and Promotion’s State Support Program. A hearing on the proposed rule- 
making was held at USDA on December 5, 2008. On October 5, 2009, the Federal 
Register published a proposed rule and final referendum requirements. The ref- 
erendum was held October 13, 2009 through November 10, 2009. On January 25, 
2010, AMS announced that the amendments were approved in the referendum. A 
final rule is being prepared. 

Definition of Central Filing System Regulations (Sec. 14215): The provision 
amends Section 1324(c)(2) of the Food Security Act of 1985 (7 U.S.C. 1631(c)(2)) 
commonly referred to as the “Clear Title Program” to allow states to maintain a 
master debtor list with a SSN or EIN number and provide a method for lien 
searches. A proposed rule is under development. 

Title XV — Trade & Tax 

Qualified Forestry Conservation Bonds (Sec. 15306): The Internal Revenue 
Service has published a public notice soliciting applications for authority to issue 
qualified forestry conservation bonds. The notice was published on August 22nd and 
eligible entities have 60 days to file an Expression of Interest with the IRS. The 
Eorest Service worked with Dept, of the Treasury on developing the notice. 

Comprehensive Study of Biofuels (Sec. 15322): Requires Treasury, Agri- 
culture, Energy, and the Environmental Protection Agency to contract with the Na- 
tional Academy of Sciences (NAS) for the study. A contract with NAS was signed 
in September 2009, and is expected to be completed over the next 2 years. In early 
December NAS announced the roster of the Committee on Economic and Environ- 
mental Impacts of Increasing Biofuel Production. The first meeting of the committee 
was held on January 15 and 16, 2010, in Washington, D.C. A report is expected in 
approximately 19 months. 

At the first meeting, the committee concluded that additional expertise is needed 
to carry out the tasks. As a result, four new members have been appointed to the 
committee. 
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The Chairman. Thank you very much, Mr. Secretary. I could 
first of all ask, we are going to be going out the weekend after next, 
in a couple of weekends we are going to travel around the country 
and listen to people. You have set up this dairy committee or what- 
ever it is called, and I think that is good. What other things do you 
have planned at this point in terms of your involvement in this 
process or haven’t you finalized anything too much? 

Secretary ViLSACK. Mr. Chairman, the advisory committee met 
for the first time in person last week. They did have a conference 
call in March. I spoke to the advisory committee and tasked them 
with getting straight to work. I think there is a consensus of large 
producers, small producers from most regions, if not all regions of 
the country, that there is a dissatisfaction with the current system. 
What we saw last year was a concerted effort by Congress and by 
the Administration to try to respond by providing additional com- 
modity purchases, by providing additional price supports, by pro- 
viding additional resources at the end of the year, which we tried 
to get out in an expeditious way. 

We saw herds being reduced systemically and appropriately in 
the latter part of 2009. If that had continued, one assumes that 
prices would have continued to improve as they were at the latter 
part of last year. Unfortunately, what we have seen in the first 
part of 2010 is an increase in herd sizes. That is the reason why 
the advisory committee is so intent on getting a process in place 
that will allow us to have predictability and stability to broaden 
the price band. So we are focused on providing technical expertise 
and experience and information to that committee at their request, 
with the hopes that they will come up in a fairly expeditious way 
with a consensus for you as to what precisely needs to be done. 

In the meantime, we are going to continue to monitor the situa- 
tion. We are focused right now on trying to expand credit opportu- 
nities, recognizing that there are some serious challenges. We are 
suggesting that some dairy operations are large enough to consider 
the possibility of using the Business and Industry Loan Program, 
which often is not thought of as a vehicle for credit but is available 
and one that ought to be looked at, especially for larger operations. 
We are continuing to encourage our commercial banking friends to 
open up the credit. What we see is that for those who are very 
creditworthy there is not a problem getting credit. For those who 
are a little higher risk, whose equity has been diminished because 
of the recent losses, or those who wish to expand, or those who 
wish to get into the business are having an increasingly difficult 
time. We are going to continue to work with our own loan program 
to continue to press the guaranteed and the direct loan program 
and to work with farmers who are having a difficult time making 
payments. We have seen about 1,600 loans recently restructured, 
not just in the dairy industry. 

I would say one other thing, and that is that our hope is that 
this advisory committee can come up with a consensus view. Our 
hope is that whatever Congressional regulatory action that is re- 
quired to implement that program can be done in an expeditious 
way and that we can bring stability back to this market. 
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The Chairman. Thank you. In terms of other commodities, other 
parts of the farm program, do you have any plan at this point to 
be doing any hearings or any 

Secretary ViLSACK. As I indicated to you, Mr. Chairman, if I un- 
derstand your question, we see the responsibility of the USDA to 
work with this Committee. It is not our intention to go off on a sep- 
arate track. It is not our intention to have a series of public meet- 
ings or hearings that are focused on the farm bill. Obviously, I am 
going to be out there listening to people as I did last year and obvi- 
ously will be willing to share information with this Committee and 
hopefully with the folks behind me respond to any concerns that 
you have. Historically, this Committee has received from the USDA 
an outline or a framework. I would anticipate that we would prob- 
ably provide that to you at some point when it is appropriate, but 
there is no intent to furnish you with a complete farm bill as I 
think has been done in the past. 

The Chairman. Thank you very much. 

Yesterday in the hearing in Pennsylvania, when they were 
asked — when the producers were asked what their number one pri- 
ority was, it was to have a mandatory price-reporting system for 
dairy products. That came up again and again. It was said at the 
time by a couple of the people that, apparently, they have been in 
discussion with some people and been in discussion with your de- 
partment, and that your response was that you don’t have the re- 
sources to implement this. You know, we have to reauthorize the 
mandatory price-reporting bill this summer, and do you have the 
authority, first of all, to do the mandatory price reporting for dairy 
by component, and do you need any additional authority from us, 
and if it is a resource issue, what is the amount of the resource 
issue that is out there? 

Secretary ViLSACK. Mr. Chairman, we have the capacity to pro- 
vide or the responsibility to provide some kind of report which we 
are attempting to do more frequently, but it is not as frequent or 
as complete. AMS estimates the cost of expanding the reporting 
program to be about $2.5 million. 

The Chairman. That would be expanding it to like, for example, 
cheese and maybe different kinds of cheese? That is what people 
want. There is a lot of dissatisfaction with the CME price. It is a 
thinly traded market. We could go back into the history of how we 
ended up there, which I never thought was a good idea. But in any 
event, so it is about $2.5 million? 

Secretary ViLSACK. Yes, sir. We are currently doing this on a 
weekly basis, and this has to do with the need for, obviously, addi- 
tional software and things of that nature. 

The Chairman. Well, we need to work together to address this 
issue because we could set — the dairy industry is doing a great job 
in being forward looking and really looking at their program. We 
could set the stage for a productive farm bill outcome in dairy if 
we could get this price-reporting thing resolved. So I would like to 
work with you on that. 

Secretary ViLSACK. Well, I think there is momentum for that and 
we want to contribute to it and continue it. 

The Chairman. And one last thing on the chart here, you and 
I have discussed this before, but one of the things that I am big 
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on is transparency and everybody understanding what is going on. 
We are going do that during this farm bill process for the Members. 
I have had my staff putting together information by commodity and 
overall in terms of getting a better understanding of where this 
money is going and to what commodities and so forth, so we can 
kind of take a look at things. In that regard, this statistic kind of 
bothers me about the percentage of total farm income. We have dis- 
cussed this before, and I think what the situation is: if you have 
2.2 million farmers in this statistic. We are still using the defini- 
tion that if you could produce $1,000 of income then you are consid- 
ered a farmer. You don’t have to produce $1,000 of revenue but if 
you could you are considered a farmer, right? We are still using 
that definition? 

Secretary ViLSACK. And it is 2.2 million farmers. That is correct. 

The Chairman. And that is fine to look at it that way but I 
would like to see you provide some information to the Committee 
where if you boil this down to the 300,000 people that are pro- 
ducing 85, 90 percent of the ag products in this country, that sta- 
tistic would be completely different. I would like to see it presented 
to us in those different ways so that we can understand. 

Secretary ViLSACK. It would be, Mr. Chairman, but it is impor- 
tant for me to respond to your comments. Fifty-four percent of 
American farmers do not identify farming as their principal occupa- 
tion. I think this is a very important point. You and I have had 
this conversation so we will now have it publicly. To me, it is an 
important point in terms of repopulating rural communities, that 
we have to focus on the fact that we are not creating the kind of 
quality jobs in rural areas that we need to be able to create to give 
people an opportunity. There are many, many farm families, par- 
ticularly smaller operations, that would like to keep the farm but 
have a hard time keeping the farm or even thinking about expand- 
ing the farm unless they have that off-farm income. So while tak- 
ing nothing away from the 300,000 folks that produce the bulk of 
our food, and they clearly need a safety net, they clearly need the 
programs that you all are looking at, it is important to the base 
of rural America that we continue to focus on job opportunities and 
to recognize that we need to pay attention. We meaning not just 
this Committee but the country, the country needs to pay more at- 
tention to rural America. It needs to understand what is happening 
in rural America because candidly, when 80 percent of the folks 
live outside of rural America, they don’t think about the poverty 
levels, the unemployment levels, the wage differences and the 
aging nature of rural America. If we don’t continue to think about 
that and focus on it, we are going to have a harder and harder time 
meeting the food needs, not just of ourselves, but of a growing 
world population. I think it is an important statistic to focus on. 

The Chairman. Well, I don’t disagree. I am not saying I disagree 
with you. I understand that there are people moving out to the 
country that are working in town and they may eventually move 
over to being full-time farmers. Sometimes if you are into a niche 
market type of area, you can make a good living on 100 acres, de- 
pending on what you are doing. So that is not really the issue. I 
think that we need — we have gotten some information that we 
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have asked for but I just think we need to have the information 
put out there to understand that there are different aspects of this. 

Secretary ViLSACK. We can furnish the Committee with that, but 
let me just simply say that these 300,000 folks you are talking 
about are the greatest farmers in the world. Now, if you were the 
greatest fill in the blank, lawyer, doctor, athlete, whatever, you 
would be making whatever the number is these folks are making, 
you would be making substantially more than these folks are mak- 
ing, and that 

The Chairman. We don’t disagree on that. 

Secretary ViLSACK. That is part of the challenge. 

The Chairman. I apologize for going over my time. Thank you 
very much, Mr. Secretary. 

Mr. Lucas. 

Mr. Lucas. Thank you, Mr. Chairman. 

Mr. Secretary, to be quite honest, in your written testimony 
under the heading “the importance and challenges of rural America 
and its future,” nowhere do you talk about the farmer, the safety 
net or production ag. I worry that this may be symbolic of an issue 
that has become much more of a concern out in the countryside, 
and that is, is this Administration, does it have a disconnect with 
rural America. So I guess my question is, are you telling me, are 
you telling the Committee and myself that the Administration’s 
key areas of emphasis in the next farm bill will be broadband, re- 
newable energy, biofuels, regional food systems, supply chains, for- 
est restoration, private land conservation and ecosystem market in- 
centives? Are those really the primary issues where the Adminis- 
tration is going to go in this next farm bill? 

Secretary ViLSACK. Representative, I think that they are signifi- 
cant issues that need to be addressed, recognizing that this Com- 
mittee will obviously focus on risk management tools, on direct 
payment programs, on the traditional safety net. I think it was im- 
portant for us to expand the discussion, to understand and appre- 
ciate how important broadband is, how important potential eco- 
system markets can be in terms of additional income sources for 
farm families, how significant it is that some of these other areas 
can create jobs that are, back to the discussion with the Chairman, 
necessary for people to be able to keep the farm. I just think it is 
important for us to see this as an expansion of the safety net, 
which is important to farm families. 

Mr. Lucas. So Secretary, can I assume that the Department’s 
proposed proposals for the next farm bill will look something like 
the budget submissions that the Department has made during the 
appropriations process with the proposals for cuts in direct pay- 
ments and crop insurance subsidies and most of the conservation 
programs? Will we see those kind of proposals in the next farm bill 
that we have seen in the annual budget submission? 

Secretary ViLSACK. Well, it is important for us, periodically, to 
sort of re-calibrate and there may be opportunities for us to utilize 
those resources in an effective way to help farm families, and to 
help build economic opportunity in rural America. There are 60 
million people that live in these rural communities and obviously 
there is a tremendous amount of work based on these charts that 
needs to be done. So as you well know. Congress instructed us to 
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take a look at the crop insurance program, which we are doing. We 
are working with the industry. I believe that the negotiations have 
gone pretty well, and my hope is that they ultimately culminate in 
a good agreement for the taxpayers. It is fairly clear that we have 
seen substantial increases in the amount of money that insurance 
companies are getting. The return on their investment is about 17 
percent. We just want to get it down to about 14 percent, which 
is still a pretty good return. And we will work with this Committee 
on making sure as best we can to protect the baseline, which I 
know you all need to be able to do your work. 

Mr. Lucas. Absolutely do. Secretary. I am very focused on the 
conservation issues representing a district that was the abyss of 
the Great Depression, the Dust Bowl of the 1930s, and the horrible 
droughts of the 1950s, and as the Subcommittee Chairman under 
the 2002 Farm Bill, worked diligently on it, and under Sub- 
committee Chairman Holden’s leadership in the 2008 Farm Bill I 
worked as a Ranking Member on those issues. Can you tell me how 
many of the conservation programs including EQIP and CSP and 
WRP and GRP actually have final rules in place now? 

Secretary ViLSACK. Well, we have rules that we are working 
under and we are getting resources out the door. We are in the 
process of finalizing the work, but it hasn’t stopped us from enter- 
ing into contracts. In EQIP, for example, there are a substantial 
number of contracts that have been entered into, about 13 million 
acres, close to $1 billion being provided, so we are continuing to 
work. There were 737 rules and action steps that needed to be 
taken to implement the farm bill that you all passed in 2008. Obvi- 
ously this was a unique circumstance. Oftentimes farm bills are 
passed in the midst of or in the middle of an Administration so you 
don’t have to work in terms of transition. We are working hard to 
make sure that we are getting the money to farmers and getting 
these programs up and running. 

Mr. Lucas. But Mr. Secretary, my concern and those shared by 
many people out in rural America, if we haven’t had time to final- 
ize the rules on things as popular as these conservation programs, 
yet in your budget proposal you called for reductions in spending 
in those conservation programs. If we are in effect, I guess, saying 
that the production agriculture component of the farm bill is not 
the relevant part that it used to be, then I almost have to ask the 
question I think that would be asked in my town meetings: With 
the focus that you have provided both budget and conceptual-wise, 
are you talking about turning rural America into a bedroom com- 
munity? 

Secretary ViLSACK. Not at all. Congressman. 

Mr. Lucas. For people 

Secretary ViLSACK. First of all 

Mr. Lucas. — for people to go to work every and drive back? 

Secretary ViLSACK. No, no. This is a great question and I appre- 
ciate you asking it. First of all, it is fair to say that while what we 
are proposing doesn’t get to the authorized level on many of these 
conservation programs, there are additional resources that have 
been added to and we are proposing additional resources in a num- 
ber of these conservation programs. For example, the budget sub- 
mission indicated a $28 million increase in EQIP. It is also impor- 
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tant to note that the NRCS is under an audit in which, over the 
course of the last couple of years, there have been serious issues 
raised with the way in which these programs were administered in 
the past. We want to make sure that we administer them properly, 
so we are increasing our commitment as we can handle it appro- 
priately and making sure that we are not paying folks for stuff that 
they weren’t supposed to get paid for, or paying folks for things 
that they never promised to do. So that is one thing. 

The second thing, as to your question about the rural economy, 
the reality is, if we can create better-paying opportunities within 
rural America, if you can create centers of energy production, for 
example, biorefineries, people who have to build those refineries, 
people have to maintain them, people have to work at them, and 
they are good-paying jobs, and you sprinkle and dot the landscape 
with those biorefineries. If you create broadband opportunities that 
allow, not only farmers and ranchers to have real-time information, 
but small businesses that they may be operating or that their 
spouse may be operating to have expanded opportunities to expand 
their markets from local to global markets, you are creating eco- 
nomic activity. If you keep the resources that are produced in the 
fall in the community by linking local production and local con- 
sumption, you create wealth and you allow that wealth to generate 
within the community. This is not about bedroom communities, 
this is about making rural areas vibrant places where young peo- 
ple, in particular, are anxious and interested in setting up their 
families and establishing a life. 

Mr. Lucas. Mr. Secretary, I just offer notice that in the past Ad- 
ministration, which was Republican, I am a Republican, when they 
chose to veto the farm bill that we in a very bipartisan fashion 
worked out together here, we overrode that veto. We did the right 
thing for rural America. The resource situation got tighter and 
tighter in 2008. It appears that it will be even tighter and tighter 
in 2012. I just note to you and to the Administration that you rep- 
resent that this Committee will once again, I believe, work in a bi- 
partisan interest for the best interests of rural America, and per- 
sonally turning us into a bedroom community is not in the best in- 
terest of rural America, or production agriculture, or our food and 
fiber supply in this country. 

I respectfully serve that notice and yield back my time, Mr. 
Chairman. 

Secretary ViLSACK. Mr. Chairman, I feel compelled to respond. 

Representative Lucas, I want to make sure that you understand, 
that is not what we are suggesting, and 

Mr. Lucas. Mr. Secretary, when you turn down the spending on 
all these programs 

Secretary ViLSACK. Well, we are not 

Mr. Lucas. When you chart down the direction of a certain 
course, you have to assume that is the ultimate outcome. 

Secretary ViLSACK. No, that is not true, sir. We are actually in- 
creasing the resources and we are suggesting that there could be 
a more creative way to use the resources. Instead of focusing on in- 
dividual community investments within individual siloed programs, 
what we are suggesting is that we work with the local folks and 
have them understand what they are operating under is a regional 
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economy; and that there are small towns, towns of 8,000, 10,000 
that can be economic engines that create opportunities for folks 
both on the farm and off the farm; that if we really work this prop- 
erly we can leverage additional resources from the Energy Depart- 
ment, the Transportation Department, HHS. If we leverage and co- 
ordinate those resources, we can have a much greater and more 
profound impact on creating economic opportunity. That is what 
this is about. It is not about bedroom communities. Let me be clear 
about that. I just want to make sure you understand that. 

Mr. Lucas. And I just ask as the President’s representative on 
these agricultural issues, I believe to be the good and competent 
person that you are, deliver the message back. 

I yield back, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman, the Vice Chairman from Pennsylvania, Mr. 
Holden. 

Mr. Holden. Well, thank you, Mr. Chairman. 

Mr. Secretary, Mr. Goodlatte and myself have been working in 
a very bipartisan manner to address the research concerns in the 
Chesapeake Bay. One issue we would like to explore is the concept 
of reasonable assurance, and we recently learned of the sage grouse 
initiative between USDA and the Fish and Wildlife Service. Can 
you tell us about this initiative and what do you think the benefits 
of this type of an agreement would give to the producer? Does it 
provide reasonable assurance, and do you think USDA and other 
Federal agencies should strive to enter into these types of agree- 
ments? 

Secretary ViLSACK. There is a deep concern about the sage 
grouse in terms of it potentially being indicated as an endangered 
species, which carries with it responsibilities for those who live in 
areas where this is an issue. Now, in an effort to try to help in- 
crease the population and also avoid the necessity of regulations 
that might make things more difficult rather than easier, we en- 
tered into this memorandum in which we essentially are putting 
roughly $16 million into an effort to try to rebuild the sage grouse 
habitat. In doing so, if farmers essentially enter into an arrange- 
ment to utilize these resources in a proper way, they will receive 
assurances that if the sage grouse is identified as an endangered 
species that they will in a sense already be in compliance with the 
rules and regulations. So it essentially creates an incentive rather 
than a regulation, and this is something that is going to be well 
received in the countryside. It is something that, frankly, we ought 
to be thinking more of opportunities to do in rural areas, especially 
in the Bay area in particular where you have a lot of folks who 
want certainty, they want to do the right thing for their operation, 
they want to do the right thing for the environment. They just sim- 
ply want to know what the rules are and they want certainty, and 
this is a mechanism by which we can provide them that certainty. 

Mr. Holden. Well, we are glad to hear that and we have an idea 
we are going to run by you. 

Mr. Secretary, getting back to crop insurance, the Department 
has a great deal of emphasis on promoting more help for under- 
served states which includes Pennsylvania. At the same time, 
USDA’s latest position would reduce delivery reimbursement by 
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more than Vs. Pennsylvania takes risk management seriously 
enough that it provides monetary incentives to farmers who buy 
policies. I am concerned about how the RMA strikes a balance be- 
tween putting more resources into making crop insurance available 
in underserved states versus making policy delivery more difficult 
in a state like Pennsylvania which is underserved. 

Secretary ViLSACK. Well, here is the dilemma that we face with 
reference to crop insurance, and that is, that we have seen a dra- 
matic increase in the amount of money being paid to agents and 
companies without a corresponding increase in the number of poli- 
cies. In fact, since 2000 we have seen a substantial decline in the 
number of policies written, and the compensation that is being paid 
is based on crop prices as opposed to policies issued. What we are 
proposing and suggesting is something that would on average pro- 
vide an agent about $1,000 per policy for each policy that is writ- 
ten. We think that is a fair rate of return. 

And in terms of the insurance companies, as I said earlier, our 
studies have suggested that over the course of the last several 
years their return has been about 17 percent on their money. We 
think an average return would be somewhere in the neighborhood 
of 12 percent, but we are not proposing that as a vehicle. We are 
suggesting 14 percent. We are trying to strike the balance which 
this Committee instructed us to do in terms of making sure that 
we have a fair deal for taxpayers, a fair deal for producers and one 
that provides greater stability, and taking some of that resource in- 
stead of redirecting it in other areas redirecting it back into the 
program to make sure that we level out the availability of crop in- 
surance in all parts of the country. 

Mr. Holden. Mr. Secretary, I understand the direction that we 
gave you in the last farm bill, but we have made a lot of progress 
in Pennsylvania in crop insurance participation. So just take into 
consideration underserved states as we proceed. 

And finally, Mr. Secretary, maybe you can clarify something on 
TEFAP for me. The Central Pennsylvania Food Bank came to me 
with a growing need for more food and additional administrative 
funding beyond even what was provided in the farm bill and the 
stimulus bill. Early in 2009, however, we were told that TEFAP 
was unable to spend all of the funding increase it received in those 
pieces of legislation. Can you clarify this for me and speak about 
the need for more emergency food assistance? 

Secretary ViLSACK. Let me just simply say that in terms of 
TEFAP, our focus recently has been on getting resources to folks 
to increase their equipment, to respond to their equipment needs, 
which we determined was a fairly significant effort. We did provide 
additional administrative resources. I will have to get back to you 
in terms of your specific question. My understanding was that 
those resources were utilized in a fairly rapid way. I have traveled 
to a number of food banks and a number of areas around the coun- 
try, and I know that those resources were put to good use. That 
system, generally the food bank system has been under substantial 
stress because of hard economic times, and we have seen the same 
thing in terms of expanded involvement with our SNAP program. 
Obviously, when the economy improves and we’re beginning to see 
some signs of that, our hope is that that takes some of the pressure 
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off those food banks, and hopefully takes some of the pressure off 
of the SNAP program. 

Mr. Holden. Thank you. 

I yield back, Mr. Chairman. 

The Chairman. I thank the gentleman. 

I now recognize the former Chairman of the Committee, a good 
friend of mine from Virginia, Mr. Goodlatte. 

Mr. Goodlatte. Well, thank you, Mr. Chairman, and Secretary, 
welcome. We are delighted to have you with us today. 

I want to follow up on a question that Congressman Holden 
asked regarding the Chesapeake Bay but shift over to a different 
aspect of it, in particular with regard to the Environmental Protec- 
tion Agency pressing forward with mandating a Federal TMDL for 
the Chesapeake Bay. The impact on farmers could be enormous, 
and I want to know if the USDA is communicating with the EPA 
about the potential impact on agriculture with regard to the EPA’s 
Chesapeake Bay strategy and trying to ameliorate the impact on 
farmers who in my area, and I know in the gentleman from Penn- 
sylvania’s area as well, are very alarmed by the sudden Federal 
intervention in an area where they have been working with their 
state regulators for a long time and have made a tremendous 
amount of progress, by the way. The phosphorus and nitrogen dis- 
charges from farms in that entire mid-Atlantic region is down very 
substantially by 50 percent or more. There has been ongoing suc- 
cess in the farm contribution to the impact on the Bay. There are 
other problems that need to be addressed as well but farmers are 
feeling a little bit, in fact more than a little bit pressed by the EPA 
and we wonder if the USDA can help with that. 

Secretary ViLSACK. Let me first of all say that we have engaged 
with the EPA in conversations and discussions to inform them on 
precisely what steps have been taken in farm country to respond 
to some of the concerns that we are now dealing with in the Bay 
area. We will continue to do that, but we also felt it was necessary 
for the EPA to actually hear from farmers themselves, and so what 
we have proposed and EPA has agreed to do are a series of meet- 
ings which began last month and will continue next month. Last 
month we brought in the major heads of all the commodity groups 
to EPA to meet with Administrator Jackson. It was a very inter- 
esting conversation because there is a lot of misunderstanding 
about some of the rules and regulations. It was an opportunity for 
there to be clarification and a commitment to set up working 
groups with the EPA and the commodity groups. Next month the 
livestock producers will have that opportunity at USDA. We will be 
hosting a breakfast and a meal for livestock, those who are in 
charge of the livestock groups, and EPA Administrator Jackson. We 
will set up the same kind of regular conversation, regular commu- 
nication system that for whatever reason has not been set up in 
the past, should have been set up, ought to be set up. We are learn- 
ing is that EPA has a lot to learn and the commodity groups are 
learning a little bit about EPA’s thought process. I think that kind 
of dialogue is quite helpful in clearing up confusion, in making sure 
that regulations are reasonable and take into consideration steps 
that have already been taken by the best stewards of the environ- 
ment that we have which are farm families. 
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Mr. Goodlatte. Thank you. And to follow up on that, going be- 
yond just the total maximum daily load issue, the EPA has also 
taken an aggressive stance toward agriculture in enforcing the 
Clean Water Act, and this is particularly true in the Bay water- 
shed hut my guess is it is happening elsewhere as well. Now, last 
week the EPA conducted meetings, I think they have heen in the 
gentleman’s district as well, hut they conducted one in my Congres- 
sional district that was very much not like the meeting you just de- 
scribed which would be productive. It was more along the lines of 
the EPA coming in and dictating to farmers and telling them what 
they expect will happen as opposed to the kind of dialogue that 
would create a greater understanding on the part of the EPA with 
regard to the challenges that are faced by farmers. I don’t know 
that USDA was a participant in these meetings. Do you know if 
they were even notified of the meetings or did they participate? 

Secretary ViLSACK. I can’t tell you for certain that they were no- 
tified or that they participated, but I will certainly be happy to go 
back and check and will provide that information to you, and in the 
event we were not notified, we will certainly make the request to 
be notified. 

Mr. Goodlatte. I don’t know the answer to that. It is possible 
you were and it is possible you even had somebody present. 

Secretary ViLSACK. The challenge here obviously is to create a 
process in which people will listen to each other and to appreciate 
steps that have been taken, people get credit for the steps that 
have been taken. The more we can bring these folks together to 
talk, the better the outcome will be for everyone, and we are com- 
mitted to that at USDA, and that is what we have been attempting 
to do for the last year. 

Mr. Goodlatte. Thank you, Mr. Secretary. I appreciate your 
help. 

The Chairman. I thank the gentleman. 

I recognize the Subcommittee Chairman from North Carolina, 
Mr. McIntyre. 

Mr. McIntyre. Thank you, Mr. Chairman. 

Good to see you again, Mr. Secretary. When do you expect the 
regulations for the Rural Entrepreneur and Micro-enterprise As- 
sistance Loan Program to be published? 

Secretary ViLSACK. We anticipate that they will be announced 
shortly. We had some issues in terms of precisely the structure and 
format which had to be worked out. We were initially going to go 
with a NOE A, but we decided not to publish a NOEA but to go with 
a proposed rule. The interim rule has been drafted and we are in 
the process of negotiating it through the 0MB process, and our 
hope is we get that completed soon. 

Mr. McIntyre. And just roughly when you say soon, do you 
mean like 3 to 4 weeks or do you mean 3 to 4 months? What do 
you mean by soon'? 

Secretary ViLSACK. If I had complete control of this, it would be 
tomorrow. 

Mr. McIntyre. Amen. 

Secretary ViLSACK. You know, I can’t commit 0MB. I can tell you 
that this is an issue that is important to us. We recognize the sig- 
nificance of helping those who wish to help create equity opportuni- 
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ties for small business development. This is very consistent with 
what we need to be doing more of in rural America, so we are going 
to be working on this as quickly as we can. We have been focused 
with EPA this week on trying to get some of the energy title issues 
resolved. 

Mr. McIntyre. Thank you, because that obviously leads to when 
people will be able to start applying for loans under the program. 
I guess that application can occur as quickly as possible after the 
regulations are published. 

Secretary ViLSACK. Yes, sir. 

Mr. McIntyre. On another note, how do you see our Regional 
Economic Development Commissions? They were three that were 
added to the last farm bill including one that yours truly authored, 
the Southeast Crescent Regional Commission. The seven south- 
eastern states of the United States unfortunately have the double 
whammy effect, as I like to call it, because it is an unfortunate sit- 
uation with both the highest levels of unemployment and the high- 
est levels of poverty. So obviously the Southeast Crescent Regional 
Commission is in a prime position now to bring economic growth 
and infrastructure developed to some of the underserved and dis- 
tressed areas of our country. How do you see these commissions 
working alongside USDA’s new Regional Innovation Initiative so 
that we can complement one another in getting these things going? 

Secretary ViLSACK. Well, first and foremost, those regional asso- 
ciations and efforts can help educate us in terms of the nature of 
the economy that exists and what the potential opportunities are 
in a particular region. One of the things that I don’t think we have 
taken full advantage of in many of our rural areas are the natural 
resources that are located in rural communities, and there are 
ways in which we could substantially increase economic activity as- 
sociated with natural resources. So, we need a better under- 
standing of actually what is occurring. There is a process by which 
you essentially chart emerging industries, declining industries, po- 
tential opportunities, and with that chart you can better inform 
where resources need to be invested, how they need to be invested, 
who needs to be brought to the table in addition to USDA. As I 
said earlier, part of the challenge is that we do not reach across 
Eederal agencies to figure out where is Transportation investing its 
money, where is DOE investing its money, where is HHS investing 
its money. If we create this kind of regional effort, what you will 
see is you will have greater cross-cooperation within Eederal agen- 
cies, and if we can coordinate the investments, we will get a bigger 
bang for our buck than we currently are getting. 

At the same time, if we do the same thing with state economic 
development efforts, these regional folks will have a better tie-in to 
state economic priorities and where state economic development re- 
sources are being invested if we can leverage those resources, and 
then they will know of local economic development efforts. There 
is a great deal of venture capital, things that are occurring in small 
ways. There are micro-enterprise opportunities that are occurring 
in small ways. If there is a way in which we can essentially coordi- 
nate all of that activity instead of what is happening today, which 
is happening in isolation of one another. 
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Mr. McIntyre. And when you say there is a way to chart emerg- 
ing initiatives and declining industries, has that charting heen 
done, so to speak, by anyone in your department that we could 
share? 

Secretary ViLSACK. There are a number of different groups that 
do these. It is essentially based on a proposal that Michael Porter 
from the Harvard Business School has put together. A lot of state 
economic development offices are doing this. We would be working 
with them if we are given the opportunity, but here is the chal- 
lenge. The challenge is that we have siloed a lot of our programs. 
We have 41 different rural development programs and they all 
have different qualifications, different requirements, different 
thresholds. There is no capacity to reach across those individual 
programs to be able to utilize them in a consolidated and focused 
way to really fundamentally change the dynamic in the area. Right 
now what is happening is, somebody may get a community facility 
grant, and someone in isolation may get a rural enterprise grant, 
and someone might get a B&I loan but they are not necessarily co- 
ordinated. My view is, and the emerging view of many in economic 
development circles is that if you could ever get them coordinated, 
you would have much greater return for your investment, which is 
what you all want, and given the scarce resources, it is what we 
need to do. 

Mr. McIntyre. Absolutely. Thank you, Mr. Secretary. 

Thank you, Mr. Chairman. 

The Chairman. The chair thanks the gentleman and recognizes 
the gentleman from Kansas, Mr. Moran. 

Mr. Moran. Mr. Chairman, thank you very much. 

Mr. Secretary, thank you for joining us today. I have three rel- 
atively specific questions and I will ask all three of them so that 
I don’t run out of time. 

I asked your Under Secretary Tonsager last October about eligi- 
bility for the advanced biofuels producers grants, and the concern 
I raised was that your notice for contract proposal indicates that 
the companies must be owned by United States citizens. Yet, we 
have two companies in Kansas who in my opinion should be eligi- 
ble for the grants but are not 51 percent owned by U.S. citizens. 
I have tried on numerous occasions to get a response, a justification 
for the Department’s decision and the Under Secretary told me 
during that hearing that that’s just the way we have done it in the 
past. Since then despite a couple of requests, no response, and we 
are in the process, in my opinion, of excluding a company that uses 
Kansas biofuels, employs Kansas people and this is an awfully im- 
portant component of their financing. 

Second, you indicated earlier, and I appreciate the announce- 
ment, that we are going to have a GRP sign-up, but we are begin- 
ning to run out of time. My question is, when is that sign-up going 
to occur? In July we will start preparing land for planting wheat 
and particularly the western part of Kansas, but if we don’t have 
a CRP sign-up in the next month or 2, we are once again in trouble 
in making any kind of planting decisions. I guess if you tell me 
that the sign-up will occur in July or August, we probably need to 
have a short-term extension that takes land coming out of CRP of 
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which a lot of it is in Kansas, and have an extension until next 
year. 

And finally, I want to raise my concern with the crop insurance, 
the SRA negotiations, and in particular I want to talk about A&O 
expenses. It seems to me that in the first two drafts we are still 
not taking into account the appropriate way of setting the reference 
price for A&O methodology. And the reason I raise this topic is be- 
cause I want to make sure these negotiations are based upon good 
policy that allow crop insurance companies and their agents to 
write policies, particularly in high-risk states, and it is not just an- 
other opportunity for crop insurance to be a bank for funding other 
proposals that USDA — that are outside the department. 

Secretary ViLSACK. I appreciate the question about the advanced 
biofuels assistance program. We obviously have received concerns 
in a number of different areas of the country about this issue. 
There is the consistency argument that has been addressed, that 
you have addressed, that we have essentially created this policy. I 
have asked in the rules that are being submitted for consideration 
in these programs that we solicit comments from folks about 
whether or not they want us to continue this proposal, the 51 per- 
cent, the reason being that there was a real desire to make sure 
that these resources were used to help create opportunities for 
American producers, and for opportunities for American business 
owners, and for American workers and to generate activity in rural 
areas. There is such an interest in this industry that I think we 
need to ask whether we should be rethinking that approach and 
whether or not we are giving up a lot more than we are getting 
with this pro^am. We will be interested to see what the comments 
are and we will certainly respond to those comments. So that is on 
the front burner, so to speak, as is the case of whether or not these 
facilities ought to be solely located in rural areas, or whether or not 
they ought to be allowed to be located in urban centers and that 
is an issue that has cropped up because people say well, they want 
to locate here and it is going to help producers, but here it doesn’t 
comport with our many definitions of rural. So there are two issues 
that we are going to ask for additional comment on. 

On the CRP, we are awaiting the additional environmental infor- 
mation that has to be completed as a condition precedent to the 
general sign-up. Our hope is that we get this done expeditiously. 
Our hope is that we recognize the pressure that producers are 
under, landowners are under, and that we are under to try to get 
this done as quickly as possible. I am a little concerned about com- 
mitting to you on a specific month because I just don’t feel com- 
fortable. In the limited time I have been in Washington, I have 
seen too often when I say July and it ends up being July of 2011 
instead of July of 2010, but I will commit to you that we are very 
anxious to get this done quickly, as quickly as possible. As soon as 
that environmental work is done we are going to be ready to move. 

Mr. Moran. Can you commit to a quarter? 

Secretary ViLSACK. Well, I will be happy to commit to a quarter 
if you are a forgiving individual. We are going to do the very best 
we can to get this done as quickly as we can in all seriousness. It 
is the reason why we made the announcement. It is the reason why 
we are putting pressure to get the environmental work done. 
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On the crop insurance, we are obviously still in negotiation, and 
I will say that the negotiations have been good. They have been 
solid negotiations in which we put a proposal out, the industry re- 
sponds. We try to respond to the industry’s concerns. We are cur- 
rently in the process on this A&O issue of looking at a variety of 
different methods and so that issue is part of the discussion that 
is going into the third draft that is going to be submitted soon. 

Mr. Moran. I thank you for your answers and particularly on the 
advanced biofuels. I am pleased to know that you are aware of this 
and in my world it is not about creating jobs or economic benefits 
for a foreign company or country, it is about jobs in rural America. 

Secretary ViLSACK. You know, it is an issue that we are con- 
fronting in a number of different programs and it is one that this 
debate is going to expand to other aspects of our program. 

Mr. Moran. Thank you, Mr. Secretary. 

The Chairman. I thank the gentleman. 

The Subcommittee Chairman, Mr. Boswell from Iowa. 

Mr. Boswell. Thank you, Mr. Chairman. 

I think with the Secretary being here, I would like to say to you, 
I appreciate the fact that you are calling to our attention that these 
are tough times and to be faced with this deficit situation that we 
may have to do things a little different. I appreciate that and that 
is the history that we have had to go through this, so we think that 
with you, Mr. Secretary, that we at Agriculture will be at the table 
and we want to be there. We want to be part of the discussion, part 
of the proposal and part of the solution, so we look forward to that, 
and I know we can depend on you to include us in that. We hope 
you will keep communicating with your peers at the Cabinet level 
that we expect to be part of it. 

I have two or three questions. I am going to follow Mr. Moran 
and ask them all at once, but I would like to know where are we 
at on the proposed rule regarding catfish? I don’t think I need to 
reiterate what I saw when I was over there a few months ago. I 
would like to know something about how we are coming on the 
SURE payments. Overvaluing was made of forage crops and it has 
caused offsetting problems, and I know you have been working on 
it. We have a problem probably across the country. 

I appreciate what you just said on the crop insurance. We are 
walking into this with deliberation and going slow and trying to do 
it right, and you are in your third response time, comment time. 
I just want to compliment you and your staff from RMA and SRA 
that are really cooperating and working hard together and we are 
trying to do this and do our best to do it right. 

And last, yesterday you were quoted, the fact that “so many 
youngsters are not fit for military service is a wake-up call for this 
country,” said Agriculture Secretary Tom Vilsack. I, over the last 
several years, became aware of a program going on in our state, 
which I think you are at Grundy Center, the PE for Life, and it 
is very important. I know in the 2008 Earm Bill we included provi- 
sions to provide competitive matching grants for school to access 
local foods and create school gardens. We would like for you to 
share what you can, to tell us about what is going on there, if you 
can, and provide any data on utilization rates or suggestions on 
how we might improve it. I am curious also about the results from 



47 


the EBT, the SNAP debit card at the farmers’ markets. That has 
expanded in my district at a great rate, and it is like going to the 
county fair or state fair, if you will, if you go into Des Moines on 
farmers’ market day. 

So with that, I would like to say before you start, congratulations 
on being a grandfather and tell the grandmother as well. 

Secretary ViLSACK. Thank you. We had a major event in that re- 
gard this weekend when our grandson was baptized. Everything 
but the water on the head was fine. We had a little trouble with 
that. 

The issue of catfish — we have a rule pending before 0MB. We 
are in the process of refining and we expect sometime this spring 
to basically put it out for comment and discussion. You know, it is 
obviously a complex issue and we are trying to figure out precisely 
what the intent of Congress was relative to what catfish are cov- 
ered. 

Mr. Boswell. Let me just say this from my part, and I won’t 
speak for the Chairman or anybody else, but I just think we want 
to have it defined and so it is safe, and having went and looked, 
and I won’t again — I know some of your folks have too that it is 
a concern. 

Secretary ViLSACK. I don’t disagree that that is certainly a major 
consideration. It also has to do with the fact that there are appar- 
ently a multitude of varieties of catfish. You know, raising my kids 
near the Mississippi River, I thought there was only one kind of 
catfish, but I find out there are 39 different varieties and so it 
makes it a little bit complex. 

On the SURE issue, this is a complicated issue made a little bit 
more complicated because the Recovery Act made changes. We paid 
out $281 million under the regular program, $149 million has been 
paid out under the Recovery Act, so a total of $430 million has 
been paid out. Obviously in order to be able to determine the pay- 
outs, you have to have specific information about crops and pricing, 
which obviously results in you being essentially 12 months behind. 
You have to accumulate the information, you have to analyze it 
and then you can make payments. So we are making payments and 
we will continue to work hard to get those resources out. We have 
also, for whatever it is worth on the livestock indemnity program, 
we have paid out about $82 million and we have also paid out sub- 
stantial resources on the livestock forage program. 

On the issue of fit for military service, I mean, just frankly re- 
tired generals and admirals became concerned about this and put 
together a program called Mission Readiness, in which they put to- 
gether a report that was issued yesterday suggesting that a signifi- 
cant number of our youngsters 17 to 24 are physically not fit for 
service. This shrinks the pool of available folks for military service, 
which is further complicated by a variety of other activities so that 
a substantial number of our youngsters today, for a variety of rea- 
sons, are not fit for military service and that ought to be a concern. 
So, part of our effort is to obviously improve the nutritional value 
of our school lunch and school breakfast program to make sure that 
snacks at schools are consistent with what we are trying to do with 
the school lunch and school breakfast program. 
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The First Lady’s Let’s Move Initiative recognizes, as you have 
suggested the PE for Life program recognizes, it is not just about 
nutrition, it is also about physical activity and the necessity of 
that. We have teamed up with the NFL and the Dairy Council to 
promote the Play 60 program in which they want you to fuel up 
with dairy products so you can play for 60 minutes a day in orga- 
nized or unorganized physical activity. We have made an effort to 
try to promote gardening as a way at schools to not only get kids 
physically active, but to reconnect people with their food supply. It 
is a growing concern for me that we are multiple generations re- 
moved from those who do produce our food in terms of our own 
family histories in terms of agriculture. As a result too many Amer- 
icans unfortunately believe that food comes from a grocery store. 
They do not understand the hard work that is involved in pro- 
ducing the food and putting it on the table, nor do they have a full 
understanding of the difficult economic circumstances of those who 
do produce our food, and if they did, they might have a more un- 
derstanding attitude towards food production. 

So by gardening, by encouraging a connection with local produc- 
tion and local consumption, we are trying to reconnect people with 
their food supply, and we think that this is important because as 
the Chairman indicated, we have 2.2 million farmers. When I was 
born in 1950, 15 percent of our population were farmers. Today it 
is less than one percent. And if we are going to continue to have 
support for these programs that are vital to production agriculture, 
we are going to have to expand our base of folks who understand 
why it is important beyond the 2.2 million farmers and their fami- 
lies. That is why I think it is important to reengage America in a 
discussion about the future of rural America. 

Farmers’ markets are expanding at a rapid rate. EBT makes it 
easier for folks to utilize their cards, and we are also working on 
a promotion for seniors and their capacity to use farmers’ markets 
and the resources available to them under the Senior Farmer Mar- 
ket Promotion Program. 

Mr. Boswell. Well, thank you, and just to close, would you take 
the opportunity — maybe you have — to talk to your colleague at the 
Cabinet, Secretary of Education, who was out and visited the PE 
for Life program and it does have those complications. Thank you 
very much. 

The Chairman. I thank the gentleman. 

The gentleman from Iowa, Mr. King. 

Mr. King. Thank you, Mr. Chairman. 

Mr. Secretary, welcome. I appreciate you coming forward to tes- 
tify here before the Agriculture Committee today, and I appreciate 
your service as the Secretary. I think back on some of the conversa- 
tions we had the last time you were before the Committee, which 
has been some time now, but the number one thing that I want to 
ask you if you could speak to is that we are watching the biodiesel 
plants across the country be mothballed and shut down. I think I 
can count 14 of them in Iowa. I can count one that is being disman- 
tled and shipped to India and they are waiting yet for a decision 
from this Congress on the blenders credit. I think there are some 
in Congress that don’t understand that there are millions of dollars 
that have been invested to try to follow the direction of the govern- 
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merit’s lead on renewable fuels. Now they found their capital frozen 
or devalued and waiting for this Congress to follow through. If you 
could speak to that issue, I would appreciate it. 

Secretary ViLSACK. Congressman, I appreciate you raising this 
issue, and from my perspective it is long overdue that we address 
this issue and that we provide this industry, which is vital to our 
capacity to be more independent in terms of our fuel sources and 
creating the kind of economic opportunity I talked about earlier. 
That tax extension has to take place and it needed to take place 
yesterday. There has been some indication, hopefully, that it gets 
done before Memorial Day. That would certainly be my wish and 
my hope and my prayer. 

Mr. King. Thank you very much, Mr. Secretary, and I would just 
inquire, is there dialogue among the Cabinet? I know that the Ad- 
ministration seems to be supportive of this. Is there dialogue or is 
there anything where we can find a place where we can bring our 
argument to get this to move, or is it just, do you think, tied up 
because of the legislative process? 

Secretary ViLSACK. My sense, and I could be wrong about this 
Congressman, is that there is more of the Congressional process in 
play here. I don’t think there is any question that the Administra- 
tion is supportive of this. I have talked to the President specifically 
about this issue and I know where he is, and I have talked to 
White House officials about this issue. I know where they are. They 
see this as important. If it were by itself, it would be one thing but 
apparently it is tied up in a series of other issues. But my hope is 
that it gets done, and frankly, if I can take your question and just 
take it one step further, I really think all of us collectively need to 
do more work on how we can build the infrastructure that can sup- 
port this industry, this biofuels industry. We have a lot of pro- 
grams that you all put in the 2008 Farm Bill and we are beginning 
to get money out the door, but we have to go to the next step of 
what is the distribution system going to look like, how do we bring 
to bear, nationally, the capability of the biofuels industry so that 
it is not just the Congressman from Iowa that is asking these ques- 
tions, but it is folks in all parts of the country that understand that 
they can play in this game and that they have an important oppor- 
tunity in this. 

Mr. King. Well, I appreciate that and I hear from the strongest 
of voices that we stand together on that same issue and that we 
want to follow through on our commitment as part of the overall 
energy independence this country needs to move towards. 

And so as we transition into a subject, I recall an exchange that 
we had the last time you testified before the Committee, and it had 
to do with the cap-and-trade piece of this thing. A lot has happened 
since that period of time with revelations of how the data was man- 
aged and how credible some of the scientists who have been the 
lead voices in global warming argument or let me say the climate 
change argument. Have you had an opportunity to go back and re- 
view that science, and are you of the same position today, or has 
anything changed within that position on the science component? 

Secretary ViLSACK. Well, I have reviewed the science and it 
doesn’t fundamentally change my attitude about this. Congress- 
man. I tell you, I deal with the consequences of this every day. 
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Probably the most prime example of this is the issue that we are 
dealing with out in the western part of the country with the bark 
beetle infestation. I mean, the reality is that because winters are 
not as severe as they once were, these beetles in part survive the 
winter when before they died. I have been told, and I don’t know 
whether the statistic is accurate or not, but I think it may be. 
There are over 7 million acres that are now impacted by this bark 
beetle and we expect and anticipate 100,000 trees a day to fall be- 
cause of it for the next decade. 

Mr. King. Thank you, and I recall I went up to Canada and 
heard their presentation also about 80 percent of the timber in 
British Columbia was going to perish because of the bark beetle. 
One of the things they told us up there was that there had to be 
a sustained temperature of 45° below in order to kill the bark bee- 
tle off in the wintertime, so that is a piece of data that I would in- 
ject into this processing. I don’t want to have a debate on this. I 
was just interested in your perspective, and I very much appreciate 
your perspective on the renewable fuels component. 

The blenders credit that is necessary at this point and the viabil- 
ity of this first generation of ethanol and biodiesel has to be there 
if we are ever going to get to the second generation of renewable 
fuels, and that is what I would close with, Mr. Chairman. I thank 
the Secretary and I yield back the balance of my time. 

The Chairman. I thank the gentleman. 

Subcommittee Chairman Baca from California. 

Mr. Baca. Well, thank you very much, and thank you, Mr. Sec- 
retary, for being here this morning. I want to thank you for your 
leadership at USDA and your efforts to move the Department for- 
ward in a positive direction that helps the America rural commu- 
nities and urban communities. We look forward to working to- 
gether, preparing the process of reauthorization of the farm bill in 
2012. 

I would like to get into some of the areas — as you know, recently 
my Subcommittee held a hearing in Colton, California, this past 
January to explore SNAP participation rates and their links to obe- 
sity. We recently had a hearing here last week that dealt with obe- 
sity and healthy food which also included fresh fruits and vegeta- 
bles and the farmers’ market. As you know, the State of California 
has one of the lowest SNAP participation rates in the country at 
around 50 percent. One of the main reasons why it is low in Cali- 
fornia is undoubtedly the state finger-imaging requirement for 
SNAP participation. Can you clarify for the full Committee the 
Obama Administration’s stand on the use of finger imaging? 

Secretary ViLSACK. Congressman, I think we are discouraging 
that type of activity. We are trying to figure out ways in which we 
can encourage participation. I know in California we are spending 
additional resources in an outreach effort to try to educate people 
on precisely what the program is and how they can qualify. 

Mr. Baca. Thank you. The other question, I know it was ad- 
dressed earlier, but is one of very much concern and you addressed 
it from a military perspective. As you know, obesity continues to 
be America’s costliest medical condition and threatens many of the 
segments of a population including children and underserved popu- 
lations and elderly. The Ranking Member of the Committee and I 
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have both addressed this in our Subcommittee and nearly Vs of the 
children in America are now overweight or obese. Our nation 
spends nearly $150 billion a year to treat obesity-related disease. 
This accounts for nearly ten percent of all medical spending. The 
2008 Farm Bill made major progress in trying to provide more nu- 
tritional foods to communities, particularly schoolchildren, but 
much work needs to be done. In general, can you explain how the 
Administration is responding to the growing obesity epidemic, and 
what is USDA’s strategy for addressing this situation, and are you 
coordinating a government-wide response including coordination 
with state and local governments? 

Secretary ViLSACK. I think it is fair to say that we are taking an 
aggressive effort on obesity. There are several things we are doing. 
First, we are obviously fulfilling the responsibilities that you all 
created in the 2008 Farm Bill as you expanded the fresh fruit and 
vegetables program for snacks to all 50 states, trying to focus this 
on areas where we think it can do the most good with the highest 
enrollment levels of free and reduced lunch, and so we are in the 
process of doing that. 

We are also working through the SNAP program on an initiative 
that was outlined in the farm bill in which we are trying to figure 
out ways in which we can create point-of-sale incentives for individ- 
uals using SNAP benefits to be able to purchase fruits and vegeta- 
bles. There is the concern that fruits and vegetables are oftentimes 
potentially more expensive, and, therefore, you have to address 
that issue. We are in the process of completing the Request for Pro- 
posal for the evaluator of the program. We anticipate using about 
7,500 individuals in this pilot to see if we can create a discount 
that works based on a limited number of fruits and vegetables, and 
see what kind of mechanical problems occur through the EBT. 

We are suggesting and proposing after a study established that 
four percent of the American population, roughly 11 million people, 
live in urban centers and in rural areas more than a mile from a 
grocery store that would provide them fruits and vegetables and a 
wide array of quality and good foods. So, we are trying to address 
the issue of food deserts by creative use of resources between the 
Treasury Department, Health and Human Services and USDA. I 
could go into great length about this as I think you and I talked 
briefly about this. It is a very complicated issue because each area 
of the country, each rural area and each urban center, there may 
be different reasons why a full-scale grocery store is not located. 
You have to use the tools that are available to try to craft ways 
in which you can get a grocery store in that community and make 
it prosperous and allow it to survive economically. We are com- 
mitted in that regard. 

And finally, in the interest of time, we are fully engaged with the 
First Lady in her Let’s Move Initiative, which is a combination of 
state, local, nonprofit, non-governmental entities trying to encour- 
age better nutrition and a strong Child Nutrition Reauthorization 
Act that really focus on improving significantly the quality of the 
food that we feed our children at school as well as reintroducing 
physical activity into the daily activities of youngsters. They spend 
far too much time in front of a computer screen and a TV and the 
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result is, you have Vs of the youngsters ohese or at risk of being 
ohese. 

Mr. Baca. Good. I hope we can continue to coordinate our effort 
in this area. 

Let me ask one final question, and can you update us on the sta- 
tus of the 14,000h- administrative claims that were filed against the 
Department claiming civil rights discrimination? I know that we 
dealt with the Pigford situation, but many of these claims have 
been carefully investigated. Do you have any estimation of the 
funding that will be needed to allocate the settlement process and 
when these settlements may occur? 

Secretary ViLSACK. Settlement of any litigation. Congressman, 
obviously requires two people, two groups to reach a consensus. 
The problem with the Garcia, the challenge, I guess, with the Gar- 
cia case is that it is not one single case as was the case with 
Pigford, which was certified as a class action. In essence, you had 
one case with multiple claimants. In the Garcia circumstance, be- 
cause the court did not classify it as a class action because of dif- 
ferences between the claims, what you have is potentially tens of 
thousands of individual lawsuits. So it is a little bit more com- 
plicated to try to reach resolution, but the Department of Justice 
and the USDA have been engaged in ongoing conversations with 
both the Garcia plaintiffs, the Love plaintiffs in an effort to try to 
reach resolution, either on a structure that would lead us to an- 
swering your question of precisely what is the liability, or an 
amount which all the parties can agree represents the liability. We 
are not there yet, but we are continuing to work. I will tell you 
from a USDA perspective, we are committed to trying to get these 
issues resolved. The Pigford matter does require Congressional ac- 
tion and we are hoping to work with Congress to get this done as 
quickly as we possibly can. We want to close this chapter. It is an 
unfortunate chapter in our history. We want to close it. 

Mr. Baca. Thank you very much. I know that my time has run 
out, but I have dealt with the civil rights issue that pertained to 
the black farmers and now the Hispanic farmers and Native Amer- 
ican farmers also that are impacted, so I look forward to working 
with you on this. 

Thank you. I yield back. 

The Chairman. I thank the gentleman. 

The gentleman from Texas, Mr. Neugebauer. 

Mr. Neugebauer. Thank you, Mr. Chairman. 

Mr. Secretary, good to see you again. I guess the new thing here 
is to ask one big long question and then get 

Secretary ViLSACK. Try not to do more than three. That is about 
all I can handle. 

Mr. Neugebauer. Well, this is really all one subject, and of 
course, currently it has been mentioned that your department is re- 
negotiating an SRA, and I know some progress has been made in 
that. While this may not have any direct impact on the producers’ 
premiums, it does have some impact on service. So the question I 
have is, number one, if producers have a loss or any of the pending 
cuts likely to impact the ability to bring the claim agents to the 
field, relatively quickly, so that if there is a second crop, the deci- 
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sion can be made and really made so that the producers can move 
forward. 

The other impact, and it is from one of your charts, is that for 
agriculture, and particularly in this country to be profitable, there 
is productivity and that productivity has caused a lot of the farms 
to grow in size. In my district, as you and I have discussed, folks 
used to make a living on a half a section, a quarter section. Now 
it takes five to six sections to do that. We are looking at taking 
money out of crop insurance. We already see that the crop insur- 
ance program is not working for all producers, particularly in the 
shallow losses, and when you start multiplying shallow losses over 
thousands of acres, it is not a small number. The question that I 
have is, are we moving in the right direction of taking this money 
out of crop insurance, putting it somewhere else and shouldn’t we 
actually be putting crop insurance back into the program? Some on 
this Committee have said that possibly in the future that crop in- 
surance would become the safety net, but right now many of the 
producers that are in my district have to take very high deductibles 
because the cost of insuring a lower deductible is cost prohibitive 
for those crops. And so I guess the question today is, should we lose 
this baseline and should we be taking money out of crop insurance 
and moving it in other places when, in fact, the program is not 
working for many of the producers that are already participating? 

Secretary ViLSACK. Congressman, I would say to your first ques- 
tion that customer service is important, and we ought not to be 
compromising that in any way. So, if someone is faced with a loss, 
the last thing that they want to do is to be faced with a delay in 
having that loss calculated and getting satisfied for it. We ought 
to be doing whatever we can to make sure that service is not com- 
promised. I don’t believe it is but your question will prompt me to 
ask in great detail of the folks who are negotiating this to make 
sure that that is not compromised, and I appreciate you bringing 
it to my attention. 

As it relates to the baseline, just simply let me say that our hope 
is that we can work with the Chairman and others on this Com- 
mittee and conserve and preserve these savings, so that you all 
have the flexibility to do what you need to do as you begin to ad- 
dress the 2012 Farm Bill and rural development bill with as much 
flexibility as you possibly need, because I don’t envy your work. I 
know how difficult this is, and so we are committed to working 
with you to convince 0MB to basically not redirect these resources 
in a way that doesn’t give you the flexibility you need. Now, wheth- 
er it goes into the existing program or whether it goes into a new 
concept, an innovative concept that provides greater risk manage- 
ment opportunities and a substitute for, an addition to other parts 
of the safety net, I think that is a policy decision that you all will 
be making. We will be happy to provide our advice and technical 
experience and advice and assistance as you formulate that deci- 
sion. 

The Chairman. I thank the gentleman. 

I recognize Subcommittee Chairman Scott from Georgia. 

Mr. Scott. Thank you. 

Welcome, Secretary Vilsack. How are you? 

Secretary Vilsack. Good. 
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Mr. Scott. Let me ask you about the Pigford case. I would like 
to get your understanding of what the status is now. My under- 
standing is that the President has submitted emergency funding. 
What is your understanding of the status of the process now? 

Secretary ViLSACK. My understanding, Congressman, is that the 
Congress is required under the settlement to appropriate the 
money to be able to satisfy the agreed-upon settled amount that 
under the current system that you all have engaged under PAYGO 
there is a responsibility to identify offsets or to designate that set- 
tlement as an emergency which would supersede the PAYGO re- 
sponsibilities. The challenge with this is that when Pigford was es- 
sentially reopened by activity within the 2008 Farm Bill, you es- 
sentially made the determination not to make the judgment fund 
available for payment. If you were trying to reverse that and go 
back and say well, now that we think about it we would like to use 
the judgment fund, our understanding of your rules is that that 
legislative action triggers PAYGO. So we are working with leader- 
ship and those interested in this issue to try to identify precisely 
the course of action that will allow Congress to move forward to ap- 
propriate the money. 

Mr. Scott. There was a press conference we held today where 
there was great concern about this. Many of these black farmers 
and the families have been waiting for over 10 years. Several of 
them have died. They have gotten older. It is justice denied. And 
I just take this opportunity to urge a greater sense of urgency for 
us to work this out. 

Now, in the President’s funding request, how much was that for? 

Secretary ViLSACK. I am going to ^ve you a rough number. It is 
somewhere in the neighborhood of $1.1 billion in addition to the 
$100 million that was part of the 2008 Farm Bill. I think that is 
the correct amount. 

Mr. Scott. Also, one of the reasons we are in this second round 
is because of the lack of information, improper information for indi- 
viduals who are concerned about this and discriminatory practices. 
One of the unfortunate, as I understand in your statement in Feb- 
ruary when you announced this, which was very welcome and very 
well done, but unfortunately, there was no information in terms of 
what they were to do, what the farmers needed to do, where they 
were to go. We understand there was a hotline but there is no voice 
at the end of the hotline and it says somebody will get back to you. 
The farmers are saying no one gets back to us. So there needs to 
be better coordination even with where we are now, and what the 
impression is, is that out in the community and as we talk about 
the rural development, there is absolutely no group, no group that 
has tilled the soil with the energy as the black farmers have done 
with little return. Many of us are concerned about getting younger 
people back into farming and especially younger African Ameri- 
cans. So it is important that we seize this opportunity, correct this 
with the kind of energetic leadership that we have. Find a way to 
work our way through this wrinkle of the funding. It is overdue. 
It is there. I think we can really do a great thing in reenergizing 
the interest in farming with the African American community if we 
do right by settling this past discrimination that has been done to 
them. 
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Secretary ViLSACK. Congressman, I don’t disagree at all with 
anything you have said, and as it relates to the process, once the 
money is appropriated, we have worked with the plaintiffs’ lawyers 
for a process. But, it is a hit premature to start the process because 
we don’t have the resources, and the process will engage and in- 
volve farmers making a choice and a decision whether to accept a 
set amount and some debt relief, or whether they want to pursue 
a more formal evidentiary hearing in the hopes of being able to ob- 
tain more than the set amount which may be as much as $50,000. 

Mr. Scott. And I commend your energy on this, Mr. Secretary. 
I have talked with you personally about it. I know your commit- 
ment to it. I just ask you to keep everybody’s irons in the fire. 

Now, one final question on the ISOOs. We, in the farm bill, 
worked to increase that authorization these 1890 traditionally Afri- 
can American colleges, and again, most of these colleges based in 
agriculture are in the rural areas, but the President’s budget re- 
quest for these programs has been woefully inadequate, and as re- 
quests for these funds come in, could you give us a very quick sta- 
tus report on where we are with the 1890s and why has the Ad- 
ministration chosen to shortchange these programs in its budget 
given the dire need of funding for these African American institu- 
tions? 

Secretary ViLSACK. Well, this is what I can tell you. Congress- 
man. In Fiscal Year 2010, $48.5 million was appropriated for the 
Evans-Allen ag research at the 1890 land-grant universities and 
colleges. The funds have been distributed to the eligible institu- 
tions under that program. There was also the 1890 capacity build- 
ing grants program in which $18 million was appropriated. Pro- 
posals were due in February and we are in the process of having 
those peer reviewed, and we anticipate awards will be made this 
summer. Extension at 1890 universities, roughly $42.6 million was 
appropriated and the funds have been distributed to eligible insti- 
tutions. Then there was an 1890 facilities grant, $19.7 million ap- 
propriated for the program. These funds are being awarded on a 
competitive basis. Proposals were done earlier this month and they 
will be peer reviewed, and we hope we get the resources out this 
summer. 

We are also in the process of working through our newly created 
National Institute of Food and Agriculture and working on a series 
of competitive grants, and Roger Beachy, who is the director of that 
effort, recently met with the 1890 representatives. We just exe- 
cuted a new Memorandum of Understanding. I met with him re- 
cently and we are talking about how they might be able to partici- 
pate in that competitive grant program. I think we are sensitive to 
the need to provide resources for these institutions and for the His- 
panic colleges and universities as well and the Native American en- 
tities. 

Mr. Scott. Thank you, Mr. Secretary, and again, I appreciate 
the sterling leadership you are providing on both of these issues. 
Thank you. 

The Chairman. I thank the gentleman. 

The gentleman from Texas, Mr. Conaway. 

Mr. Conaway. Thank you, Mr. Chairman. 
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Mr. Secretary, thank you for being here. I appreciate it. Good to 
see you again. I want to continue to beat the SRA horse a little bit, 
but before I get to that one, I will ask at least 4 minutes’ worth 
of questions and then take your 6 or 7 minutes to answer. 

You used the phrase earlier in the conversation about national- 
izing the biofuels industry, and I want you to clarify that, that you 
really didn’t mean the Federal Government taking over all of that. 

Secretary ViLSACK. No. It needs to be in all areas of the country. 

Mr. Conaway. Okay. Nationalizing an industry has a unique 
phraseology among our colleagues. 

Secretary ViLSACK. Good point. 

Mr. Conaway. And so we want to make sure the folks in the 
back 

Secretary ViLSACK. How would you suggest I do that in the fu- 
ture? I don’t want to 

Mr. Conaway. Well, I suggest letting the market do it and the 
Federal Government get out 

Secretary ViLSACK. Well, no 

Mr. Conaway. You mean just describe it? 

Secretary ViLSACK. Yes, how do you describe the hope that it is 
able to flourish in all parts of the country? 

Mr. Conaway. Well, the hope has to be driven by the market and 
it is the classic example of the Federal Government getting ahead 
of a market, incenting folks to make investments and now they are 
stranded. Now they want the Federal Government to bail them out, 
those kind of things. So maybe we could try to keep the Federal 
Government out of the business a little bit, but I didn’t think you 
meant for the Federal Government to take it over. 

Asking the question about the reinsurance agreement. The $6.9 
billion in cuts that are being proposed for A&O, I hope a part of 
that is you are able to have your team describe to the folks that 
are going to suffer those cuts that there are better ways to do what 
they are doing. In other words, that there are efficiencies involved, 
that we are in fact not going to have diminution in services, and 
that this isn’t some sort of an arbitrary number that was picked 
out and said all right, squeeze your business into this number, that 
your rationale for why these cuts make sense to the taxpayer 
versus why it ought to make sense to the reinsurance folks as they 
try to comply with that. 

And then a couple comments, if you would, on the Colombia Free 
Trade Agreement and your view that if whether or not that re- 
mains of importance to agriculture in this country, and the impact 
it would have if we could actually get that done. 

And then a statement on the nutrition programs. During the con- 
versation, the debate last year on the stimulus bill. Chairman Obey 
said, funding for nutrition programs goes up and funding for nutri- 
tion programs goes down. As we look at ways to try to deal with 
the fiscal responsibility of our country, are nutrition programs 
among those that were looked at for ways to trim the deficit? 

Secretary ViLSACK. In terms of the crop insurance, our view is 
that a fair deal can be reached without the necessity of reducing 
services, and let me start with the companies themselves. They ob- 
viously have to make a profit and we don’t begrudge them that 
profit, and they obviously have the potential for a year in which 
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they will lose money and they need to have the capacity to weather 
that difficulty. Well, in the 15+ years that we have been engaged 
in this, there have been 2 years where there have been small losses 
and 13 years of fairly significant profits, and recently those profits 
have been rather dramatic. They have dramatically increased to 
the point where we had a study done of the industry to determine 
what would be a fair return for the company to be able to maintain 
its stability and at the same time be reasonable to the taxpayers. 
The study came back from an entity that often is used by the in- 
dustry itself in studying itself that roughly 12, 13 percent would be 
a reasonable return for stability, and what was actually happening 
in the marketplace was about a 17 percent return. So we suggested 
in the proposal that we, in a sense, split the difference and that 
we provide for about a 14 percent opportunity. In doing so we ini- 
tially proposed increasing the exposure and the profit opportunities 
that the government would have under the circumstances, and that 
has been in the process of being discussed and negotiated. 

As it relates to the agents, the issue here is how many policies 
are you selling and how difficult is it to sell. I realize that you have 
to go out in the field and you have to talk to farmers about the var- 
ious options that are available, but it is slightly different than it 
was when we first introduced this concept because now banks, in 
particular, are requiring this as a condition of their loans, so it is 
a little bit easier, and there are actually fewer policies. There are 
about 200,000 fewer policies being sold today than there were in 
the year 2000 but what we have seen is dramatic increases in 
agents’ compensation. So talking to the companies, how do we deal 
with this, we proposed in essence what would be about $1,000 a 
policy, as opposed to what was just a couple years ago $600 to $800 
a policy. So it is actually over the course of, perhaps not last year, 
but over the course of time it would be an overall increase. So we 
think that they can live within that, but discussions are ongoing, 
and they will continue to be ongoing until we hopefully reach an 
understanding and agreement that we can live with and that ev- 
eryone is satisfied with. And I will say again that the negotiations 
have been fruitful. I think they have been in good faith. People 
have listened to each other and we have tried to respond with our 
proposal, and we have come off quite a ways from the initial pro- 
posal and we have yet to continue to the negotiations. 

On the Colombia Free Trade Agreement, obviously it would be a 
benefit to agriculture as would the Panamanian Free Trade Agree- 
ment, as would the Korean Free Trade Agreement. There are 
issues outside the purview of USDA involved with all of these trade 
agreements. We are certainly encouraging our counterparts who 
are dealing with environmental issues or labor issues or tax issues 
or auto issues to be able to deal with them so that we get to a point 
where hopefully these agreements can come before the Congress 
and they can be passed, and we are encouraged by the President’s 
commitment to expand the exports. We certainly have been en- 
gaged and involved in that commitment and we are going to con- 
tinue to aggressively travel, aggressively promote reduction in bar- 
riers that exist in the world today as recently with Russia and 
China on a variety of issues involving pork and we are in the proc- 
ess of still working with the Russians on poultry. 
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On the nutrition side, we are constantly looking for ways in 
which we can do a better job of using the resources we have. But, 
the economic reality is that in the SNAP program there are actu- 
ally fundamentally more people who qualify for the program, which 
is why we have seen a rather significant increase in the participa- 
tion. As the economy improves and people are getting back to work, 
you would think that there would be a corresponding decline in 
those programs. 

On the school lunch and school breakfast program, I mean, the 
reality is that we have been criticized for the quality of the meals 
that are being served to youngsters in terms of too much sugar, too 
much sodium, too much fat, and not enough low-fat dairy and 
whole grains and fruits and vegetables. We need to do something 
about that. There is a cost associated with that. We are looking for 
ways in which we can economize. One idea that has been proposed, 
which I think is a valid one, is how we might be able to reform the 
SNAP-Education component of SNAP. We spend a significant 
amount of money with the states to try to expand outreach. It is 
a matching program. We are suggesting that maybe there is way 
in which we could cap the amount that we spend on education, 
take over the state share and over the course of time save money 
and utilize that money for lots of other purposes. I think we are 
looking at ways in which we can economize. 

Mr. Conaway. Thank you, Mr. Chairman, and Mr. Secretary, 
thank you. 

The Chairman. I thank the gentleman. 

The gentleman from Wisconsin, Mr. Kagen. 

Mr. Kagen. Thank you, Mr. Chairman. 

Thank you. Secretary Vilsack, for the hard work that you have 
put in. Never before has government been asked to do so much for 
so many with so little resources. My northeast Wisconsin corner of 
the world, we have had a 60 to 70 percent increase in the use of 
the Food Stamp Program, and if these children weren’t eating 
breakfast and lunch at school, they quite frankly wouldn’t be hav- 
ing the meals that they require to get the energy into their body 
to get the education that they need. We won’t be able to solve all 
of the world’s problems or the farm bill’s issues in the 5 minutes 
I have allotted to me. I thought I would go over a few areas that 
are of particular concern to my constituents, and I provided you 
and your staff with some written questions that we could get re- 
sponses to at a later time. 

First off, I would like to align myself with Mr. King’s remarks 
with regard to the tax credit for biofuels, and I would like to work 
with your department, and this whole Committee would work in a 
bipartisan way to guarantee that the plants that have already re- 
ceived the investment of local investors and investors around the 
country understanding that when these businesses are mothballed 
and if they go out of business, they don’t come back. So we have 
these startups and we need to make sure that Congress does its 
job and the Administration works together to make sure that that 
tax credit becomes renewed as soon as possible. 

The other thing that we worked so hard to do in a bipartisan 
way was to make sure that our agricultural producers could grow 
food locally, and then get it into our local school systems so that 
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it is grown local, bought locally, and get it into our children. But 
there is a competitive disadvantage there because of other support 
programs that quite frankly have allowed these other food prod- 
ucts, the carbohydrate-based foods and grains, to come in for break- 
fast cereals that quite frankly we can’t compete with because of 
their subsidies. We just can’t — sugar is cheaper than protein any 
way you look at it, but I think that is one of the obstacles you are 
going to be faced with in trying to work with what resources we 
have to make sure our children get a higher quality meal. So I 
would like answers at a later time, not here in this hearing, about 
what strategy your department is using to improve the nutritional 
content of the meals offered at both breakfast and lunch and other 
programs at school. 

Isn’t it strange that we have an obesity epidemic in our children 
and yet we are providing them with more and more food at schools? 
I am wondering if there is a correlation there. 

Also, I would like to work with you on our forestry efforts. In 
northeast Wisconsin, we have some national forests, and like else- 
where in the country we have had difficulty in the fulfillment of 
contracts and bids that were successful and let out, difficulty in 
terms of litigation. We took it upon ourselves to have a field hear- 
ing in northeast Wisconsin on this issue, and we brought together 
the litigants from Chicago who were not really understanding what 
we are doing in forestry, and when they visited the forest and took 
down a few trees with our ag people, our forestry and our lumber 
industry people, some of those lawsuits just disappeared. They un- 
derstand that there is a lumberyard, there is a forestry industry, 
that these people make a living out of the forest and that more im- 
portantly, these very mature trees don’t suck out as much carbon 
dioxide as young saplings do as they grow more rapidly. So I would 
like to work with your department to make sure that we can elimi- 
nate, wherever possible, any spurious litigation that would prevent 
the implementation of programs that have been financed by this 
Congress. 

Two other areas on food safety in particular: Irradiated foods 
have been proven to be safe and I am wondering if it isn’t time to 
consider discussing the possible irradiation of all imported foods to 
eliminate five million cases of foodborne illness? I would like to 
take that up at a later time. 

And with the remaining 1 minute of my 5 minutes, I want to 
turn to the primary focus of my attention. Wisconsin is still the 
dairy state, and we have a great number of dairy producers and 
farm families that have made a living for generations. I want to 
thank you on behalf of everybody in Wisconsin for helping our 
dairy farms to continue to exist with all the support that you have 
provided since you came into office. I want to thank you from the 
bottom of my heart. 

And then I want to ask you a pretty straightforward question be- 
cause they are asking me what is in this Trans-Pacific Partnership 
free trade deal for dairy? What are the benefits for dairy? 

Secretary ViLSACK. Well, Congressman, I don’t know that that is 
a question that can be answered because the negotiations really 
have not started in earnest in terms of the Trans-Pacific Partner- 
ship. I think that we are aware of the fact that there is concern 
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about how that agreement might impact either negatively or posi- 
tively dairy, and I can tell you that that is an issue that will be 
discussed and negotiated as we participate. What we are interested 
in obviously is a broad-based, regional, rules-based, science-based 
trading system which is consistent with virtually every other as- 
pect of our trade policy. So I can’t say today that there is a pro or 
con. I know that there is concern, and because of that, it needs to 
be discussed, it needs to be negotiated, but the negotiations really 
generally have not really started on those issues. 

Mr. Kagen. Our dairy interest is very interested in having bal- 
anced trade deals to make sure that we can penetrate their market 
to the exact degree that they might able to penetrate ours. 

The other, I would like to align myself with the Chairman with 
regard to transparency in price discovery. We found out in our fi- 
nancial system the horrors that can come upon our entire economy 
when a pricing system is opaque and nontransparent. I wouldn’t 
think it would be that difficult to have in a straightforward imme- 
diate lifetime Internet-based system where we could discover prices 
to make sure that there is no advantage given to the processors 
versus the producers. 

Secretary ViLSACK. You know, in some areas of agriculture that 
is easier said than done in others because of the nature of contracts 
and the nature of the market, but certainly we agree with the 
Chairman. I think the Chairman is right about this, the more 
transparency there is, the better you can understand whether you 
are getting a good deal or not, and the better opportunities you 
may have to negotiate a good deal. But some of these markets by 
the nature of the market today are more closed. It is more difficult 
to get real-time information and accurate information, and that is 
part of the challenge, and the second challenge is of course the soft- 
ware issue which has costs associated with it. 

If I might in just 30 seconds, I appreciate you bringing up the 
forest issue because all too frequently people don’t realize that for- 
estry is part of this Department’s responsibility. We do have a res- 
toration strategy which we think will not only be beneficial to the 
timber industry, but can create more recreational opportunities and 
certainly more energy opportunities, and we would certainly be 
willing to work with you on your forest issues. 

Mr. Kagen. I thank you very much for your cooperation and for 
your hard work, and I will just finish up on dairy by saying that 
not everyone in dairyland will be in strong support of a single Fed- 
eral milk order and they have some other issues and some concerns 
about reducing the number of classes of milk. As everybody here 
understands and across the country, the quality of the milk being 
produced in Wisconsin is superior to anything else in the world. 

Secretary ViLSACK. I don’t see anybody from California, New 
Mexico — well, I know you are from Pennsylvania 

Mr. Kagen. With that comment, I will yield back my time. 

The Chairman. I thank the gentleman. 

The gentleman from Nebraska, Mr. Smith. 

Mr. Smith. Thank you, Mr. Chairman, and thank you, Mr. Sec- 
retary. 

I was just wondering if perhaps you might be able to give us an 
update on the Foreign Agricultural Service, what they have been 
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doing, where they are headed from here and resources necessary to 
carry out their mission of trade export promotion. 

Secretary ViLSACK. We have proposed and suggested three addi- 
tional resources be provided to the Foreign Agricultural Service as 
it relates to the President’s national export initiative. One area 
that has been relatively flatlined for a considerable period of time 
has been the resources that we provide through the Foreign Agri- 
cultural Service to our in-country collaborators and cooperators. 
These are commodity groups and organizations that are essentially 
in individual countries that are promoting the American brand of 
beef, the American brand of pork. Because they have been flatlined, 
they have not been able to expand research opportunities to try to 
break down some of the barriers that are now being constructed 
throughout the world in terms of phytosanitary issues that some- 
times make it difficult for us to get products into a country. 

The second, is in the specialty crop area, again, it is an oppor- 
tunity for us to expand our exports. We think that there are addi- 
tional resources that need to be put into that area. 

And then finally, we have seen a rather dramatic increase in the 
number of teams that we have to put together, from a technical ex- 
perience perspective, that need to travel to countries to negotiate 
for lengthy periods of time as these barriers are being constructed 
to remove them. The most recent example is the HlNl. Thirty- 
eight countries basically banned pork exports, and we had to go 
through the process of trying to break down those barriers and con- 
vince people that there wasn’t a threat. So we think that there is 
a need for additional resources in that area to beef up our capacity 
to do that in more places simultaneously. 

Mr. Smith. How do we, I guess, gauge or weigh the priorities re- 
lating to agriculture development for other countries as well within 
the Foreign Agricultural Service? 

Secretary ViLSACK. Well, we have a very strong trade team and 
we are part of administration and countrywide effort to promote 
the global feeding initiative which has been announced by this Ad- 
ministration, and which is being supported by the G8 ag ministers 
and the G8 country leaders as well as the G20. I mean, the reality 
is that Americans are capable of producing high-value-added agri- 
cultural products, and in order for that market to expand, the in- 
come levels of people around the world need to expand. As they do, 
they become more interested in buying our protein, for example. So 
to the extent that we can help countries stabilize their economy — 
I will use Afghanistan as an example. We have roughly 55 people 
in Afghanistan right now working with Afghan farmers. Now, part 
of how we think you stabilize that country is by creating an agri- 
cultural economy that isn’t necessary reliant on poppy. To be can- 
did, the Afghan farmers are doing the rational thing with reference 
to poppy production. The way it works is, those who want poppy 
production front the cost of inputs. There is no risk, in other words, 
to the farmer because he is not financially at risk to put the seeds 
in the ground, and at the harvest time they come and say we will 
pick it up at the gate, the farm gate. There is no transportation ex- 
pense, no hazard, no issue with transporting it to a market. So we 
have to create a structure with credit systems, with seed assist- 
ance, with technical assistance that minimizes the risks associated 
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with traditional agriculture, and encourage them to utilize it. We 
have seen this work in a couple of areas where we have seen dra- 
matic reductions in poppy production. That is part of what our For- 
eign Agricultural Service needs to be doing and is doing, and I am 
proud of the work that they are doing. 

So it is a balance, but clearly the President has challenged all 
his Cabinet Secretaries to contribute to doubling exports and we 
want to be part of that. We are proud of the fact that within agri- 
culture we have an ag surplus in terms of trade and that every bil- 
lion dollars of trade generates somewhere between 8,000 and 9,000 
jobs at home. So, it is not only good for producers, it is also good 
for employment. 

Mr. Smith. I appreciate that. And my time is about to expire, but 
I do want to share some of my constituents’ frustration on these 
pending trade agreements that we were told, some time ago, were 
ready to go. Certainly a 40 percent tariff on red meat going to 
Korea, taking that 40 percent to zero is obviously good for Amer- 
ican agriculture and producers, and do you think we can see that 
vote here in the next couple months? 

Secretary ViLSACK. I would certainly hope so, and if the issues 
were in the ag area, we would be working on them night and day. 
They aren’t necessarily in the ag area. They are in other areas of 
the economy which I don’t have jurisdiction over. We are encour- 
aging the trade representative. We are encouraging the Commerce 
Secretary and others to engage forcefully on all three of these trade 
agreements that could potentially give rise to expanded agricul- 
tural opportunity in Colombia, Panama and Korea. 

You know, we are at the same time working with other countries 
to try to reopen markets that have been closed for far too long, and, 
hopefully, we will be able to continue some progress in that area. 

Mr. Smith. Thank you. 

The Chairman. I thank the gentleman. 

The gentleman from Missouri, Mr. Luetkemeyer. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

Thank you, Mr. Secretary, for enduring a couple hours of all 
these questions here. It is getting long. 

You and I come from the same part of the country and we each 
have Missouri River and the Mississippi River knowledge. My 
question is with regards to the program that the Army Corps of 
Engineers has initiated at the behest of the Fish and Wildlife folks 
with regards to the series of challenges or chutes or slews along the 
side of the river to allow the pallid sturgeon to habitat in those 
areas. In doing that we are dumping 548 million tons of soil into 
the river, and these are things that my farmers along those rivers, 
the Missouri River, anyway, they are being penalized for. Now we 
have an $80 million study to study the effects of the dumping down 
at the gulf of the Mississippi River. So can you tell me where you 
stand on this issue, what we are doing about it and where we can 
have hopefully some help from USD A to try and stop this non- 
sense? 

Secretary ViLSACK. I think a good place to start, although it is 
not on the Missouri, it is on the Mississippi, is the work that we 
are doing in the upper Mississippi River basin as a model for how 
we can approach other areas of the country where watershed issues 
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are problematic. We are utilizing resources from our conservation 
programs as a way of incentivizing farmers to help us continue the 
enormous progress that has already been made nationwide in re- 
ducing the amount of soil erosion. It was not long ago that roughly 
3 billion tons of soil was being lost. Today we have cut that down 
to about 1.7 billion tons. To give you a sense of that, it is about 
150 million dump trucks of soil that go into those rivers and 
streams across the country. We need to continue to use our con- 
servation programs to prevent that from happening because it not 
only preserves the soil, it also makes it easier to maintain the 
water quality. And I think that there are ways in which perhaps 
on the Missouri we can work with the farm community to better 
utilize or expand opportunities in terms of conservation programs 
patterned after what we are doing with the Mississippi River. 

Mr. Luetkemeyer. My question is not with regards to what we 
are doing with the farmers, which is fine. I don’t have a problem 
with that. But we have the Army Corps of Engineers who have 
given themselves their own permit to go out and dump hundreds 
of times more soil into the river than what our farmers are allowed 
to do, and that is having a much more dramatic effect on the water 
quality of the Mississippi River and all the other that come up with 
that. I mean, this is asinine that we are pursuing this policy and 
we certainly could use some help. 

Secretary ViLSACK. Congressman, I am sorry. I didn’t understand 
your question obviously, and you make a good point which is that 
we are spending resources to try to prevent it in other parts of my 
state, the State of Iowa, and we are contributing to it in your state. 
So that is something we need to look into. 

Mr. Luetkemeyer. Well, you have an $80 million study that de- 
termined the effects of what is going on. 

Secretary ViLSACK. Well, we kind of know what the effects are. 

Mr. Luetkemeyer. I am sure you and I do. We could certainly 
use some help. Can we get a commitment from you today to work 
on that issue? 

Secretary ViLSACK. I will certainly be happy to take a look at it 
and be able to communicate with the Army Corps and find out 
what the rationale is, and whether or not there is another way of 
doing what they need to do. I know this is a contentious issue, hav- 
ing b^een the governor of the state, and Congressman King remem- 
bers the discussions we had with Missouri and South Dakota and 
everybody else about river flows. It is very complicated. 

Mr. Luetkemeyer. One final question. As I talk to farmers, what 
is in the farm bill quite frankly is usually secondary to any ques- 
tions that I get from them. The question I get almost all the time 
from those farmers now is the regulation that is impacting their 
lives that comes out of Washington, whether it is the Clean Water 
Act and talking about pesticides, whether it is EPA on greenhouse 
gases, we have spray drift stuff coming up. I mean, the list goes 
on and on and on of how the Federal Government is impacting 
their lives in a negative way, not in a positive way. And it has 
nothing to do with the farm bill. It has everything else to do with 
all the other agencies. Mr. Secretary, we need some help. What can 
you do? This has to be an issue, I am sure, for you as well to see 
how it is impacting our farmers and the cost of production, the cost 
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of how they can live their lives on the farms and produce our prod- 
uct and our food. We are not going to be able to compete anymore 
on an international basis if we keep raising the cost of production 
and run people out of business. 

Secretary ViLSACK. Well, when I was at the commodity classic 
several months ago, I asked the heads of the major commodity 
groups how I could be of greatest help to them and to the folks that 
they represent and care about, and they suggested that we estab- 
lish a much closer, more effective dialogue with the regulators and 
the folks who are making these regulations. And so what we have 
done, and what we are going to continue to do, is to create an op- 
portunity for those commodity groups and livestock groups to be 
able to actually visit with and talk to the EPA Administrator spe- 
cifically and directly about precisely what those concerns are. We 
had a breakfast at EPA where we talked about the drift issue, and 
there was clarification in terms of precisely what EPA was consid- 
ering. A lot of times there is an assumption or a supposition that 
the regulation is going to do X, and once it is explained they realize 
well, maybe that is not precisely what it is going to do, it is going 
to do something different, and so we need to create a dialogue. We 
need to create a better understanding, and we also need to look for 
opportunities for EPA officials to visit the farm, to actually see 
what is happening on the farm. There has been a tremendous 
change in agriculture, as you know better than most, but not every- 
body knows that, and certainly not everybody in Washington knows 
that. We are encouraging visits, encouraging ways in which they 
can actually physically see the steps that farmers are taking. By 
improving dialogue, creating working groups, developing a relation- 
ship between representatives of commodity groups and livestock 
groups with the EPA Administrator personally that we may get a 
balance to this process which farmers and ranchers would love to 
see. 

Mr. Luetkemeyer. Well, my concern is that we are losing control 
of the farming entities that are out there as a result of all these 
other departments coming in and putting rules and regulations in 
place. If there could be some way that we would have to, some sort 
of a clearinghouse that anytime they have a rule that impacts agri- 
culture to go through the Department of Agriculture, which should 
have jurisdiction over those issues, it would certainly be helpful. I 
mean, something along that line. 

Secretary ViLSACK. That is something that you all have to decide 
to do, but I would say that in the meantime what we are focused 
on at USDA is how can we use the tools that we have to more ef- 
fectively provide incentives. The sage grouse, which I discussed 
earlier, is an example of that where we basically say look, if the 
farmers do X, can they essentially be deemed to have already satis- 
fied a regulation that may be forthcoming. And those are kind of 
innovative and creative ways that we need to look at to allow farm- 
ers to do what they do best, which is not only to farm but also as 
stewards of the land and the water, and at the same time make 
sure that we have clean water that we can utilize and for a mul- 
titude of purposes. I mean, a balance can be struck here and we 
just need to work harder at doing it. 
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Mr. Luetkemeyer. Thank you, Mr. Secretary. I appreciate your 
comments and look forward to working with you. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman from Pennsylvania, Mr. Thompson. 

Mr. Thompson. Thank you, Mr. Chairman. 

Mr. Secretary, thanks so much for your leadership. My first 
question really comes back to what Mr. Smith raised back with 
trade, I mean, the market opportunities for our farmers, our ag 
production. The simple fact is, I think it was Secretary Redding 
from Pennsylvania yesterday that cleverly described it as there are 
303 million stomachs in America and today seven billion around 
the world and growing to ten billion, so that is our market poten- 
tial in terms of for our agriculture here. So, one of the things that 
was enlightening, for me, anyway, was the discussion yesterday 
that was fairly consistent where it looks like — and the hearing ob- 
viously was on dairy but where subsidies, agriculture subsidies 
strongly influence the end products that our agricultural products 
get made into. Many times that seems to fall in contrast to not just 
the national market needs but more the world market needs, those 
overall seven billion stomachs that are out there, potential markets 
of folks to be fed. And so it really seems to discourage innovation 
and flexibility in responding in innovative ways to the new emerg- 
ing world markets of food needs. I was very pleased to hear the 
President’s recent statement about doubling our exports. I wanted 
to know, are there ideas or thoughts on the table in terms of how 
to approach unleashing innovation in terms of agriculture to be 
able to meet that goal of doubling our exports within the next few 
years? 

Secretary ViLSACK. A couple of things. I think first and foremost 
a recognition of the uniqueness of each individual country and each 
individual market within the country. In the area of trade, one size 
clearly does not fit all and so what we have begun to do is we have 
begun to develop a process within USDA in which we sort of indi- 
vidualize our approach to countries based on their place in the con- 
tinuum of markets. There are fragile markets like Afghanistan. 
There are closed markets, more restricted markets like in India 
and so your strategy in India is obviously different than it is in a 
fragile market. There are emerging markets that are small in com- 
parison to a China, but still important like a South Africa, and so 
there are ways in which you need to approach introducing Amer- 
ican products into that market. There are countries like China that 
are exploding, and what we see is oftentimes sanitary and 
phytosanitary barriers being constructed that we have to knock 
down consistently in order to be able to get into those countries. 
And then there is a place like Japan where you have a very mature 
market but there is an awful lot of competition, to your point, and 
what we need to be able to do is to continue to focus on the fact 
that we can provide high quality, quantity and cost-competitiveness 
to the rest of the world. We need to have a chance to compete, 
which is why we are spending a good deal of time talking to the 
Japanese about reopening the beef market that was so si^ificant 
for us in Japan. Hopefully, over time we can — we are on divergent 
paths now but hopefully we can get on the same path. 
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It is complicated by the fact that we in the United States, and 
properly so, believe in a rules-based and science-based system, but 
oftentimes what we find is the science here is a little different than 
the science in other countries or either rightly or wrongly is dif- 
ferent, and so it is about dialogue. So that is number one. 

Number two, it is incumbent upon us to elicit more support and 
help in selling the American product. We see this particularly in 
biotechnology where there is a resistance on the part of the rest of 
the world b^ecause they see this, potentially, as a competitive ad- 
vantage the United States has and so there is a pushback, there 
is a resistance to it. Well, if we can get farmers talking to farmers, 
our farmers talking to other farmers in other countries, if we can 
get our scientists talking to their scientists, if we can get our NGOs 
and our environmental folks talking to their environmental folks, 
maybe we can break down those barriers and make that market 
more accessible than it is today. So it is a complicated process. We 
have new strategies in place which we think will be more effective. 
We have a focus on collaborators and on market assistance which 
we talked about earlier. Then, we have to make sure that we do 
this in a way that doesn’t get us crosswise with international trade 
agreements that end up creating problems for us in other areas. 

Mr. Thompson. My second question really is on policy balance 
with ag. Organic agriculture really is a great niche industry. It 
takes all types obviously of production agriculture working together 
in concert to really feed the folks of this nation and the world 
where we can contribute to that. Organic is still more expensive 
than conventional agriculture, rightfully so, and it rightfully has 
really a prominent place in our industry today. My concern is that 
the Administration is trying to shove the movement down the 
throats of the entire production agriculture industry really to the 
detriment of the consumers who are relying on not only a safe 
source, but also an affordable food supply. We need to keep in mind 
that agriculture is only sustainable when it is profitable in the end. 
And so how do we ensure that we proceed with a balanced agri- 
culture policy that doesn’t favor any one segment of agriculture to 
the detriment of others? 

Secretary ViLSACK. Well, that is really a good question, and I am 
glad you asked it because it gives me an opportunity to talk a little 
bit about the need for unity. As I said earlier, there are only 2.2 
million farmers. Whether they are organic or production agri- 
culture, or whether they are very small farmers, or whether they 
are large farmers, there are only 2.2 million of them, and that 
number, at least on the production agriculture side, is shrinking. 
So the question is, how do we make sure that agriculture and agri- 
cultural production is always at the table and has enough political 
support to be able to do the things that have to be done to give peo- 
ple an opportunity to stay in the business. 

When populations in rural communities decline, as you well 
know, this next Census will show that we probably will continue 
that chart of 56 percent of rural counties losing population. What 
happens is that there is a realignment of legislative representation 
and you get more urban-centered folks in Congress, and you get 
fewer rural folks in Congress and it becomes more difficult. So we 
have to figure out strategies to repopulate rural America so that 
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it stays in the game. One way to do that is by making sure that 
USDA works to better connect people to their food supply, and one 
way we do that is with our program called Know Your Farmer, 
Know Your Food. Now, some folks think that that is only about or- 
ganic. It actually is not. It is about all of agriculture production. 
We have teams of folks going out now across the country, in a 
number of states, where we are sitting with local school districts 
and we are asking the question, do you know what is produced in 
your area, do you know the food that is produced in your area, and 
have you thought about maybe making a deal with the local farm- 
ers to buy from them instead of processed food from some supplier 
1,000 miles away. Well, we find that a lot of folks don’t know what 
is being grown in their area or that there is not the infrastructure 
in place that allows them to purchase enough in bulk. So, let us 
use the rural development resources to create that local supply 
chain, let us fi^re out how we might be able to create new busi- 
ness opportunities to aggregate what is being produced and create 
a local market, better for local farmers, more competition for their 
crops. It isn’t organic. It is all agricultural production. And it al- 
lows a better connection, okay? 

And the same thing is true with job growth. If we create better- 
paying jobs and folks have the capacity to say to their youngsters 
there is real opportunity in rural America, then we are going to see 
a resurgence. I honestly believe people are looking for what rural 
America offers, but they feel that $28,000 per capita and they could 
make $40,000 per capita in a metro area, they are doing the ration- 
al thing. Well, let us figure out how do we close that gap. And 
there are so few of us that we really can’t afford to be talking to 
each other or fighting with each other. We actually have to talk to 
the people in those urban centers about why rural America is im- 
portant to their existence, why it is not just their food, it is their 
water. Eighty percent of the surface water and groundwater comes 
through the forests and working private lands of this country. That 
is the water supply. That is pretty important. Forty-five percent of 
the military folks in uniform come from rural America. That is im- 
portant. The rest of the country needs to pay attention to rural 
America. And so part of my job is to make sure that I am speaking 
to enough audiences that people understand and appreciate the di- 
versity and variety that is in rural America, and that they under- 
stand the connection between their life and rural life in the hopes 
that it makes your job a little easier with your colleagues in terms 
of the kind of support that you need to make sure folks stay on the 
farm. 

So it is an expanded conversation I think that needs to take 
place, and it is a conversation where we have to not be talking and 
fighting with each, we have to be talking outside of our area and 
trying to increase our sphere of influence, if you will, and we can 
do that. We have a heck of a product to sell and that is what I am 
trying to do. 

Mr. Thompson. Thank you, Mr. Secretary. I appreciate your per- 
spective and your leadership for rural America. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman from Louisiana, Mr. Cassidy. 
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Mr. Cassidy. Thank you, Mr. Secretary. Now, as I try to inte- 
grate your testimony, on the one hand you speak about rural devel- 
opment and the other hand you speak about farm income and such 
like that. We know the two are related but they are indeed also 
distinct, fair statement. For example, you talk about biodiesel fuels 
or such like that. It is related to but distinct from a farm activity. 
Now, the cap-and-trade issue concerns me. If you just want to look 
at rice, for example, we have heard testimony from USDA econo- 
mists, I believe, but also from others that because of the increased 
cost of input there will be a 25 percent decrease in rice production, 
or maybe acres under cultivation because of cap-and-trade within, 
like, 15 years or so, a fairly immediate impact. It almost seems like 
if you decrease the amount of acreage by 25 percent, inherently you 
depopulate that area, inherently you damp down the economy. You 
have spoken in your previous testimony how there are offsets for 
that but there was an article in Harpers Weekly recently and in- 
deed the testimony before us is that to hold down the costs of those 
offsets, many of them will be shipped to agriculture production 
overseas. So it almost seems that we are on the one hand saying 
we want to develop rural economies, and on the other hand we are 
increasing their cost of input such that inevitably they shall suffer. 

Secretary ViLSACK. Well, there are a number of studies on this 
issue and the last study that I saw suggested that rice is about a 
break-even point, that other major commodities actually benefit 
from appropriately established and appropriately structured offset 
programs. 

Mr. Cassidy. Now, clearly the assumptions are key. None of the 
testimony that we heard in this Committee, that I recall, at least, 
regarding that suggested anything as optimistic as that. 

Secretary ViLSACK. I think it is the University of Tennessee 
study. 

Mr. Cassidy. Okay. We will look that up. So continue, please. I 
am sorry I cut you off. 

Secretary ViLSACK. Well, as we look at this, essentially if there 
are opportunities to set up a properly structured offset system, 
then you have by most of the studies that I have reviewed tens of 
billions of additional resources coming into rural communities, 
which create new opportunities. 

Mr. Cassidy. Now, the offsets that you are speaking of, and 
again properly structured must be key because the Harpers Weekly 
study showed how Brazil precisely endorsed the program because 
they have a lower cost way of creating offsets. Others indeed have 
come up with other ways of doing it including China, et cetera. 

Secretary ViLSACK. We are actually beginning to see in a very, 
very small way the emergence of these ecosystem markets in a va- 
riety of areas, not just carbon but also water and conservation. You 
know, there are areas in the country where farmers are being paid 
to do what is right with their land so that communities don’t have 
to spend a substantial amount of money on wastewater treatment 
facilities, things of that nature. Again, I think this is a strategy. 
It is not by any means the silver bullet. But, what you need is a 
diversification opportunity so there are a wide variety — you men- 
tioned the biodiesel as not being necessarily farm related. Well, the 
reality is, if you see the connection between off-farm income and 
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people being able to keep the farm, if there is a refinery in the 
area 

Mr. Cassidy. Yes, I actually see that connection. In fact, when 
I see that the rice production will go down by 25 percent, I think 
there is that much less stalk to make renewable energy with. 

Secretary ViLSACK. But I am not sure that that is — I mean, 
again, there are different studies so you and I can have the war 
of studies here, but it doesn’t necessarily have to be — there are a 
number of studies where the assumptions were at best incorrect 
and in some cases pretty far off. So 

Mr. Cassidy. By the way, it is also your USD A study that I am 
partly quoting, although I can’t remember chapter and verse. 

Secretary ViLSACK. As you probably know, we are in the process 
of reviewing the basis of some of our studies, the FACET model, 
and we are in the process of reviewing. There were several assump- 
tions within that FACET model relative to productivity that aren’t 
necessarily lined up with what is happening in the real world. 

Mr. Cassidy. Let me ask you a different issue before I run out 
of time. I am struck that again we seem to be on the one hand say- 
ing that we have a problem with obesity, so many of our kids are 
unready for service, and on the other hand we are creating — we are 
supplementing and expanding greatly the amount of money going 
for food stamps and such like that. Yet, if you draw a correlation 
there will be a tight correlation between people receiving food 
stamps and obesity. I am a physician. I do this for a living when 
I am not here. And there is a fairly tight correlation between SNAP 
and the amount of obesity in a population. So have we looked at — 
are we just like — it almost seems like we have met the enemy and 
he is us. 

Secretary ViLSACK. Well, obviously, you know a lot more about 
medicine than I do. Doctor, but I will tell you this. The studies I 
have seen suggest it isn’t so much access to food generally as it is 
access to certain types of food, and the reason why food deserts be- 
comes an important issue is that a lot of 

Mr. Cassidy. I accept all that. That is a great point and I agree 
you entirely. So why are we — you mentioned SNAP is under-fund- 
ed. Why are we putting more money in a program which is cor- 
related strongly with obesity and not more money into another pro- 
gram which may ameliorate the ill effects of the first? 

Secretary ViLSACK. Well, I don’t know that I necessarily said that 
SNAP was under-funded, but SNAP is the program that has been 
created to provide nutritional assistance. We are in the process of 
trying to figure out ways in which we can encourage fruits and 
vegetables purchases and things of that nature, the healthy food 
initiative that I talked about earlier. That is part of it. Part of it 
is food deserts because of the fact that there is access to conven- 
ience and fast food as opposed to a grocery store. I mean, that is 
a significant aspect of this. And part of it is what we are doing with 
the Child Nutrition Act Reauthorization in terms of schools. So it 
is a combination of all that, plus physical activity. And candidly, 
we have to do a much better job in this country, as you know better 
than I do, about getting people moving. 
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Mr. Cassidy. I accept that. One last question. Has anyone looked 
at the specific, if there is a specific role for the Food Stamp Pro- 
gram in contributing to obesity? 

Secretary ViLSACK. The studies I have seen have suggested that 
there is not necessarily a correlation between the SNAP program 
and obesity. 

Mr. Cassidy. Will your office forward that? 

Secretary ViLSACK. Sure. 

Mr. Cassidy. I appreciate that. Thank you very much. I am over 
time. I yield back. 

The Chairman. I thank the gentleman. 

The gentleman from North Dakota. 

Mr. Pomeroy. Hello, Mr. Secretary. I was here for just a brief 
portion of the meeting because I have had a conflict running with 
the other committee all morning, and I apologize for that. I met 
this week with North Dakota’s FSA director regarding the adminis- 
tration of the SURE program, and we had disaster losses of a sig- 
nificant magnitude in 2008 and the checks are being teed out. 
Some of them have moved, more are moving in the weeks ahead. 
I understand, Mr. Secretary, that one of the reasons in 2010 we are 
sending payments for 2008 is even though this program was pro- 
vided for in the farm bill enacted in the summer of 2008, not much 
had been done on this permanent disaster program by the time you 
assumed leadership of USD A. Is that correct? 

Secretary ViLSACK. I don’t know that that is correct. I do know 
that we have put a focus on trying to get these disaster programs 
up and going, and that we were in the process of working on it. 
Then Recovery Act came in and we had to sort of read just some 
of our numbers, and part of this is a technology issue which we are 
trying to address over the long haul of improving our technology. 
So, it is a combination of a lot of things, and this is unusual be- 
cause from one Administration to the next, it takes us a little time 
to get up to speed, so it may be a combination of a lot of things. 
That may be part of it. I don’t know. 

Mr. Pomeroy. That is a very fair response. My view is that prior 
group that twice vetoed the farm bill wasn’t all that eager about 
implementing the farm bill, and I think that the delay on the 
checks might be some refection of that. 

The important factor, however, most importantly, this thing and 
combined with the crop insurance recovery seems to be a very 
meaningful program. It has taken care of the disaster dimension in 
our state, and I am not getting appeals for yet additional disaster 
ad hoc programs. We put this in place so the ad hoc program would 
not be required. It seems to meet that bill. Do you have an evalua- 
tion on that, Mr. Secretary? 

Secretary ViLSACK. Well, it is a combination of the fact that you 
in setting up the 2008 Farm Bill created a number of vehicles that 
provided outlets in the event of disaster from the Forage Program 
to the Livestock Indemnity Program to SURE. Obviously, those 
programs in concert provide a good part of the safety net, by no 
means all the safety net but a good part of the safety net. So we 
are trying to get these resources out. As I said, we have about $430 
million in SURE that has been out, roughly $82 million on the LIP 
program and a substantial amount on the Forage Program. So it 
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hopefully does take some of the pressure off although it is tough 
out there. 

Mr. Pomeroy. Senator Conrad from North Dakota took a lead in 
making sure there was some additional money added into the com- 
puter systems. I understand that people have waited up to 3 hours 
to get their SURE claims processed, and I haven’t had complaint 
about it. I believe people understand this is the beginning of a per- 
manent program and there are some start-up issues. How about 
your computer system capabilities in the county offices to deal with 
these programs, and most particularly the SURE program in addi- 
tion to everything else? 

Secretary ViLSACK. Well, first of all, I want to thank Chairman 
Peterson for his advocacy for this and his understanding of the im- 
portance of supporting it. Part of the challenge has been that we 
couldn’t just simply focus on modernization, we actually had to sta- 
bilize the current system for fear that it would collapse as it did 
in 2007. Now, we have completed the stabilization efforts, and now 
a good part of our efforts will be over the next 2 years continuation 
of the steps that have been taken to modernize. You know, frankly, 
Chris Smith is far more capable of responding to your question in 
terms of the details, but I can tell you that there is a systematic 
process. I check with him on a quarterly basis in terms of what is 
moving and what isn’t and we are committing to getting this done. 
The people need better service and we are intent on trying to pro- 
vide it, and with additional resources and support for a year or 2 
you will see changes and improvements to the system. 

Mr. Pomeroy. The SURE system backstops crop insurance sys- 
tem and the SRA renegotiation which has been the subject of some 
back and forth with Committee Members and you this morning, I 
understand, is under review as the SRA is being negotiated. 

Secretary ViLSACK. Yes. 

Mr. Pomeroy. I would just underscore the critical role crop in- 
surance plays in risk protection for farmers. I always think renego- 
tiation is appropriate, make sure the program is working well, 
make sure we are getting fair treatment in the public, good value 
for taxpayer dollars in the public-private partnership representing 
crop insurance. I would be extremely concerned, however, if nego- 
tiations took a track where the ability to maintain present service 
delivery is adversely impacted, the competitive nature of the mar- 
ketplace is adversely impacted, or a big chunk of baseline in sup- 
port of the farm bill would go away without us getting any credit 
for it whatsoever relative to the future, but I understand you have 
addressed the baseline issue in the course of this hearing. But 
those would be concerns I would have. My time is up, Mr. Sec- 
retary. If you would respond and I will yield back. 

Secretary ViLSACK. I want to check with Mr. Murphy on one 
thing. I just wanted to make sure I was correct when I said this. 
There is a new company that has expressed an interest in entering 
this market during the course of the negotiations which is an indi- 
cation that what we are proposing is not necessarily an end to crop 
insurance as we know it, but that they see an opportunity here. I 
think the negotiations have been conducted on a very good level, 
very substantive level. I think our folks have listened intently in 
an effort to try to work through the issues. We are certainly aware 
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of the baseline issue, and we are working with the Chairman and 
others to make sure that the baseline is as protected as it could 
possibly be. At the same time, I think it was time, and the farm 
bill recognized it was time, to rethink and relook at whether this 
could be improved. To the extent that we can smooth out some of 
the rough edges of the crop insurance program where it may not 
be as readily available, to the extent that we can make sure that 
the deal if fair to taxpayers, we have a responsibility to do that and 
we are going to try the best we can to make sure we do that. 

Mr. Pomeroy. With the Chairman’s leave, I would just observe 
that the last time the — I believe that every insurance primary writ- 
er and a reinsurer has periodic discussions in terms of renegoti- 
ating their reinsurance treaties. So it only made sense for us to 
have these renegotiations within the context of an SRA. The last 
time we did it, I actually was very active in getting that into ear- 
lier legislation, and the last time, to my dismay, that we under- 
stood this SRA renegotiation basically a savings number was 
cooked up in 0MB and the USDA negotiators were just supposed 
to extract these savings from the system. That is not what I envi- 
sioned in terms of an SRA renegotiations, and I don’t think that 
is how it is proceeding this time. I do think it is a very reasoned 
look at how this program is working with adjustments being made 
as required. I am pleased that this Committee listened as closely 
as it did to the Oversight Committee and to others within the Con- 
gress raising questions about crop insurance. I think the agreement 
advanced by Bill Murphy before he became head of our RMA to re- 
tain Milleman to basically have external consult evaluate what is 
appropriate profitability, what makes sense in the context of how 
insurance works in other lines that might have applicability to 
what we are delivering here in terms of profit to our private sector 
partners. I think all of this has really increased and made more so- 
phisticated our understanding, and it is going to help us answer 
critics of the program and make the adjustments as appropriately 
directed. I thank you and your team for your leadership in this 
area. Thank you. 

Secretary ViLSACK. Thank you, sir. 

The Chairman. I thank the gentleman, and I think that is the 
last of the Members that need to be recognized. 

Mr. Secretary, 20 minutes better than you thought. We appre- 
ciate your patience and we appreciate you being with us and an- 
swering all the questions. I look forward to working with you as 
we move ahead sorting out all this stuff. 

Secretary ViLSACK. Thank you, Mr. Chairman. 

The Chairman. With that, I recognize the Ranking Member for 
any closing statement. 

Mr. Lucas. Just simply to note, Mr. Chairman, that this is 2V2 
hours that begins 2 V 2 years. 

The Chairman. Thank you very much. 

Under the rules of the Committee, the record of today’s hearing 
will remain open for 10 calendar days to receive additional mate- 
rial and supplementary written responses from the witness to any 
question posed by a Member. 

This hearing of the Committee on Agriculture is adjourned. 

[Whereupon, at 1:45 p.m., the Committee was adjourned.] 
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SUPPLEMETARY MATERIAL SUBMITTED BY USD A 

During the April 21, 2010 hearing entitled, Hearing To Review U.S. Agriculture 
Policy in Advance of the 2012 Farm Bill, questions were asked of Secretary Vilsack. 
The questions are [paraphrased] from the hearing. The following are supplementary 
information submissions for the record. 

Insert 1 

The Chairman. [The percentage of the total farm income statistic that you’ve 
used bothers me. 2.2 million “farmers”. If you could produce $1,000 of income 
you’re a “farmer”. If you boil this down to the 300,000 producing 80-90% of the 
product you’d get different numbers. Would you boil this down to the 300,000 
who are actually farmers? Please present this to us — it would be useful.] 

Secretary Vilsack. And it is 2.2 million farmers. That is correct. 

The Census of Agriculture defines a farm as any place from which $1,000 or more 
of agricultural products were produced and sold, or normally would have been sold, 
during the Census year. The 2007 Census reports that of the 2.2 million farms, 
688,833 reported sales of LESS than $1,000 in 2007. These farms accounted for less 
than 0.1 percent of total sales. 

Approximately 357,000 farms had sales over $100,000. These farms accounted for 
92% of total sales in 2007. 

Insert 2 

Mr. Kagen. [Can you describe the efforts your department has taken to assist 
local farmers in getting their products into local schools? What more can Con- 
gress do to help our schools buy fresh local products from farmers in sur- 
rounding areas?] 

Secretary Vilsack recently transmitted a report to Congress entitled “Procurement 
of Local Food for Schools” prepared by the Food and Nutrition Service (FNS). This 
report responds to a Congressional directive included in House Report 111-181, that 
accompanied the Agriculture, Rural Development, Food and Drug Administration, 
and Related Agencies Appropriations Act, 2010 (Public Law 111-80) that directed 
the Department of Agriculture (USDA) to submit a report to Congress that provides 
information on: “(a) opportunities to streamline procurement rules for schools wish- 
ing to purchase food locally; (b) suggestions for making food procurement data more 
readily available to local jurisdictions, to the states, and for the food and nutrition 
service; and (c) suggestions for requirements of new legislative authority or pro- 
grams that may be needed if schools and jurisdictions are unable to purchase food 
locally.” This report has been sent to the Chairmen and the Ranking Members of 
both the House and Senate Appropriations Committees. In this report, USDA has 
provided Congress with suggestions for future Congressional actions that may assist 
USDA in encouraging and streamlining local food purchasing by schools. 

One effort of note that we have recently taken up in this area is a new initiative 
to better connect children to their food and create opportunities for local farmers 
to provide their harvest to schools in their communities as part of USDA’s “Know 
Your Farmer, Know Your Food” initiative. A key objective of the initiative is to sup- 
port local and regional food systems by facilitating linkages between schools and 
local food producers. We believe that this effort will provide us with innovative ap- 
proaches to encourage local agricultural purchases and Farm to School success. 

Mr. Kagen. [The farm bill provided funding for a Local and Regional Pur- 
chase Pilot program to analyze the effects of using local and regional purchase 
of commodities in food aid programs. How has the FY 2009 funding that went 
to local and regional purchase been used? What metrics will you use to report 
back to this Committee regarding the pilot’s effectiveness and possible need for 
future program changes?] 

In FY 2009, USDA awarded a total of $4.75 million to the UN World Food Pro- 
gram (WFP) for local procurement projects in Mali, Malawi and Tanzania. In March 
and April, WFP took delivery of 1,023 metric tons of commodities from small-holder 
farmers in Mali. In Malawi, due to recent drought conditions, WFP expects to begin 
purchasing commodities in June. Purchases in Tanzania will take place in July and 
August. The 2008 Farm Bill identifies required factors for evaluating the pilot’s ef- 
fectiveness. The 2008 Farm Bill required factors are built into data reporting re- 
quirements of each agreement with participants in the pilot. The 2008 Farm Bill 
also requires USDA to have a third party provide an independent evaluation of the 
pilot using data collected from each project. The report is to be delivered to Congress 
by November 2011. In determining the effectiveness of the pilot, the evaluation is 
to examine: impacts of the procurement of commodities on producer and consumer 
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prices in the market; benefits to local agriculture; impact on low-income consumers; 
impact on food aid delivery time; quality and safety of procured commodities; and 
implementation costs. 

Mr. Kagen. [Can you talk about efforts to improve the nutritional value of 
food products our children receive at school? Are there any tools you require 
that you do not have currently to provide all of our kids with quality and 
healthy food options?] 

Improving the nutrition and health of all Americans is a top priority for the 
Obama Administration. That’s why we are committed to ensuring that all of Amer- 
ica’s children have access to safe, nutritious, and balanced meals and we have set 
a goal of ending childhood hunger by 2015. We have proposed an historic investment 
of funding over the next 10 years through the up-coming Child Nutrition Reauthor- 
ization to improve our country’s Child Nutrition Programs. USDA believes that 
schools play a vital role in helping children develop healthy eating habits and active 
lifestyles. School meals can be a critical tool to help children eat a nutritious diet 
and achieve a healthy weight. 

At this time, we are working with Congress to reauthorize the Child Nutrition 
Programs and to make a significant investment in improving the quality of the Na- 
tional School Lunch and Breakfast programs, increasing the number of kids partici- 
pating in those programs, and ensuring that our schools have the resources they 
need to make program changes. We are in the process of working with Congress to 
ensure that the Administration’s goals are part of the child nutrition reauthoriza- 
tion. Some of the specific issues that we expect Congress to address in the reauthor- 
ization include: harnessing opportunities the Child Nutrition Programs offer to pro- 
mote healthier eating among our nation’s children by implementing higher nutrition 
standards for both school meal programs and the range of other foods sold in 
schools. 

A recent USDA report showed that 16.7 million children lived in households that 
experienced hunger multiple times throughout the year in 2008. At the same time, 
obesity is growing faster than any other public health issue in the United States. 
Roughly Va of American children are overweight or obese. School meals can be a 
critical tool to help children eat a nutritious diet and achieve a healthy weight. As 
required by the Richard B. Russell National School Lunch Act, school meals must 
reflect the latest Dietary Guidelines for Americans (Dietary Guidelines). The 2005 
Dietary Guidelines call for significant changes in the eating habits of individuals to 
promote health and reduce the risk for major chronic diseases. To update the school 
program meal patterns in compliance with the Dietary Guidelines, USDA enlisted 
the assistance of the Institute of Medicine (lOM) of the National Academies. Accord- 
ing to the Institute of Medicine Report (released October 2009), school age children 
eat: 

• Less than half of the recommended level of vegetables and less than 20% of the 
recommended levels of dark green and orange vegetables and legumes that are 
of particular importance. ^ 

• Less than Va of the recommended level of whole grains. ^ 

• Far too many calories from solid fats and sugars, which contribute food energy 
without the nutrition that growing bodies need.^ 

The lOM report provided recommendations for new meal patterns for the Na- 
tional School Lunch and Breakfast programs to bring them into conformance with 
the 2005 Dietary Guidelines. At this time, USDA is carefully reviewing lOM’s rec- 
ommendations and is developing a proposed regulation updating the meal patterns 
for public comment. In the meantime, we are providing technical assistance to 
schools and encouraging them to increase the fruits and vegetables, whole grains 
and fat-free and low-fat dairy products served in the National School Lunch and 
Breakfast programs. 

Mr. Kagen. [Please share your Department’s strategy on providing high qual- 
ity product to our school children.] 

USDA continues to make improvements in all of its USDA Foods (commodities for 
donation) to align them with the Dietary Guidelines for Americans. These improve- 


1 Institute of Medicine of the National Academics. “School Meals: Building Blocks for Healthy 
Children.” October 20, 2009. 

2 Institute of Medicine of the National Academics. “School Meals: Building Blocks for Healthy 
Children.” October 20, 2009. 

3 Institute of Medicine of the National Academics. “School Meals: Building Blocks for Healthy 
Children.” October 20, 2009. 
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ments also fit in well with recent lOM recommendations for new meal patterns. For 
the past 20 years we have required all canned fruit we purchase to be packed in 
light syrup, water, or natural juices. USDA recently worked with the industry to 
produce low sodium (140 milligrams or less per V 2 cup serving) canned vegetables 
for schools and other outlets. We continue to purchase other lower salt items such 
as reduced sodium turkey ham and chicken fajitas, and we have reduced the salt 
limit for mozzarella cheese. 

We have also increased whole grain offerings. In addition to whole-grain foods 
such as brown rice, rolled oats, whole-wheat flour, whole-grain dry kernel corn, and 
parboiled brown rice, we are now purchasing whole-grain rotini, spaghetti, maca- 
roni, pancakes, and tortillas for schools. For many years, USDA has offered schools 
low-fat and reduced-fat ordering options for beef, poultry, and cheese. For example, 
USDA offers a 95 percent lean beef patty, lower-fat turkey taco filling, 97 percent 
lean ham, 95 percent lean turkey ham, 96 percent lean diced chicken, and several 
types of reduced-fat and lite cheeses. Additionally, trans fats have been eliminated 
from frozen potato products, and a fat free potato wedge is offered to schools. 

Through the Department of Defense Fresh Fruit and Vegetable Program, USDA 
has been able to offer schools a wider variety of fresh produce than would normally 
be available through USDA purchases. In School Year 2009, this Program provided 
$54 million in fresh produce to schools. Over the years, states have been pleased 
with the quality, condition, and appearance of the fresh produce and the extensive 
selection offered. 

We plan to continue to pursue healthful options for USDA Foods, such as fresh 
fruits and vegetables, lower fat, fat-free, salt-free, and sugar-free products that are 
palatable to school children and suit the needs of the school food service community. 

In addition we have been working to provide training and resources to schools to 
help them prepare more healthful and nutritious meals. We recently released a 
Menu Planner for Healthy School Meals, which will help schools improve their 
menu plans: serving more whole-grains, fruits, and vegetables, and lower amounts 
of sugar, sodium, and saturated and trans fats in school menus. And we are pre- 
paring to release an online toolkit for assisting schools in meeting the HealthierUS 
School Challenge to assist schools in assessing and improving their food offerings, 
including an online calculator to determine the nutritional content of meals sold out- 
side of the meal programs. We also provide support and assistance for school 
wellness policies, through which communities can work together to support a 
healthful food and physical activity environment for their children at school. 

Team Nutrition is an initiative of the USDA Food and Nutrition Service to sup- 
port the Child Nutrition Programs through training and technical assistance for 
food service professionals, nutrition education for children and their caregivers, and 
school and community support for healthy eating and physical activity. 

Team Nutrition’s goal is to improve children’s lifelong eating and physical activity 
habits by using the principles of the Dietary Guidelines for Americans and 
MyPyramid. 

Mr. Kagen. [Dairy farm families in northeast Wisconsin are struggling. Last 
year, at my urging, the USDA acted to assist the sinking U.S. dairy industry. 
What program do you believe helped dairy producers the most?] 

Since April 2009, USDA has spent or committed more than $1.5 billion in support 
of dairy producers in the United States. Every program delivered by USDA plays 
an important role in helping dairy producers weather tough times. 

MILC, under which USDA has made more than $920 million in pa 3 Tnents, bene- 
fits smaller producers (especially those who don’t meet the production limit) the 
most. At the same time, purchase prices were increased under the Dairy Product 
Price Support Program (DPPSP) last August-October, which increased price levels 
and benefits all producers. USDA also expedited the Dairy Economic Loss Assist- 
ance Program, which provided $290 million in direct payments to dairy producers 
to help offset losses, and provided an additional $60 million for the purchase of 
dairy products by USDA. In addition to the temporary increase in purchase prices 
for Cheddar blocks, cheddar barrels, and nonfat dry milk under the Dairy Product 
Price Support Program during August-October 2009, the Dairy Export Incentive 
Program (DEIP) remains available and USDA stands ready to award DEIP bonuses 
as provided by statute. USDA has also used full administrative flexibility to make 
alternative loan servicing options available to dairy producers under Farm Service 
Agency loan programs. 

Insert 3 

Mr. Holden. [Hearing that our Pennsylvania food banks need more money. 
Can you clarify?] 
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In Fiscal Year (FY) 2009, the Department provided almost $710 million of food 
to the nation’s emergency feeding organizations through the Emergency Food Assist- 
ance Program (TEFAP). This was a record level of TEFAP food assistance which in- 
cluded $100 million through American Recovery and Reinvestment Act of 2009 
(ARRA) and $373.7 million in bonus foods. We also provided $49.6 million in regu- 
larly appropriated administrative support for state and local agencies and $25 mil- 
lion in ARRA TEFAP administrative support. 

In FY 2010, Congress appropriated $248 million for food purchases in TEFAP, 
based on the statutory formula established in the 2008 Farm Bill, and $49.5 million 
in administrative support to states and local agencies. An additional $25 million in 
administrative support was provided through ARRA. In addition to ARRA and the 
regularly appropriated food and administrative funds. Congress also appropriated 
$60 million for cheese and other dairy products for TEFAP in FY 2010. We will con- 
tinue to direct bonus foods to TEFAP to the extent that resources permit. Currently, 
we estimate that we will provide about $348 million in bonus foods to the emer- 
gency feeding network in FY 2010. By statute, TEFAP food and administrative re- 
sources are provided to states based on their poverty and unemployment levels. 

In addition, the 2008 Farm Bill authorized an Emergency Food Program Infra- 
structure Grant to support and expand the activities of the Emergency Food Net- 
work. In FY 2010 Congress appropriated $6 million for this grant. The Department 
released the Request for Application on April 1, 2010. The application period has 
closed and the Department expects to make awards later this summer. 

In this current economic climate, the Department continues to hear of growing 
numbers of American turning to food pantries and soup kitchens to feed their fami- 
lies. We have heard this increase in demand is placing an increased burden on the 
food bank community, both in terms of need for additional food and funds. The food 
bank community continues to absorb all resources that the Department has made 
available. 

FNS is deeply committed to to supporting the efforts of local feeding organiza- 
tions, though TEFAP provides a relatively small amount of food for the emergency 
food assistance system as a whole; the remainder comes from corporate and private 
donations and food bank purchases. In addition, many food bank clients may be eli- 
gible for SNAP. Helping eligible clients to enroll in SNAP can help stretch food bank 
resources even farther. 

Insert 4 

Mr. Cassidy. [Please provide the study that discussed that SNAP participa- 
tion and obesity were not directly linked.] 

There are two reports that look across multiple studies to assess relationship be- 
tween SNAP participation and obesity — the links are provided below: 

http:! / www.fns. usda.gov I ora / menu / Published I NutritionEducation ! Files / 
ObesityPoverty.pdf 

http: / / www.ers. usda.gov I AmberWaves lJuneOS / Features / 

FoodStampsObesity. htm 

Here are the key points of what they say with respect to a relationship between 
SNAP participation and obesity: 

• The available evidence does not demonstrate that SNAP participation causes 
obesity. 

• There is, however, a positive association between participation and obesity for 
adult females. That is, program participation increases the probability of being 
obese for adult females — but not for children or adult males. 

• Research about the causes underlying these results is not conclusive. To deter- 
mine the relationship between obesity and food assistance program participa- 
tion, it is necessary to consider the difficulties and complexity of separating the 
effects of poverty from the potential effects of food assistance on any health or 
social outcome including obesity. 

• The consistent relationship between SNAP participation and body weight found 
for women only make it difficult to identify appropriate changes to the program 
to address obesity. Most SNAP benefits go to households that contain a child, 
elderly adult, or non-elderly disabled adult. Program changes that are appro- 
priately targeted to household members, who may be at risk of gaining weight, 
without harming those who are not, would be difficult. 
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Submitted Questions 

Response from Hon. Thomas J. Vilsack, Secretary, U.S. Department of Agri- 
culture 

Questions Submitted by Hon. Collin C. Peterson, a Representative in Con- 
gress from Minnesota 

Title I — Commodities (Including Dairy, Peanuts and Sugar) 

Question 1. Actively engaged rules — Explain the process by which USDA re- 
viewed the rules for being “actively engaged” in farming. What should Congress con- 
sider with regard to modifying these changes in the future? 

Answer. The 2008 Farm Bill made minor changes to existing “actively engaged in 
farming” provisions. The most significant change to these provisions made it easier 
for the spouse of an individual who is “actively engaged” to be also be considered 
“actively engaged.” An interim rule with request for comments was published in the 
Federal Register at 7 CFR Part 1400 on December 29, 2008. Included in the interim 
rule was a new requirement that each partner, stockholder, or member in a limited 
partnership, limited liability partnership, limited liability company, corporation or 
other similar entity must contribute active personal labor or active personal man- 
agement on a regular basis and that the contributions must be identifiable, docu- 
mentable, and separate and distinct from the contributions of any other partner, 
stockholder or member in the farming operation. The Department received over 
5,000 comments on the interim rule and 73% of those comments stated the need 
for the payment eligibility rules to be more restrictive, particularly in the area of 
active personal management, a component of “actively engaged.” 

A final rule was published on January 7, 2010. The final rule addressed comments 
received on the interim rule. The final rule retained the requirement for each part- 
ner, stockholder or member to make labor or management contributions, but pro- 
vided an exception for smaller operations whose payments do not exceed the pay- 
ment limit for one person. 

Congress may want to consider defining what constitutes an acceptable contribu- 
tion of active personal management if it believes the current definition of “actively 
engaged in farming” is insufficient. 

Question 2. ACRE — Sign-up for the ACRE program was considerably lower than 
anticipated (just eight percent of eligible farms representing 13 percent of the base 
acres). To what do you attribute that response? You have indicated there are re- 
gional disparities in the sign-up, but we have also heard of some counties being par- 
ticularly well represented with ACRE participants due to active county ESA offices 
generating interest in the program. Do you see many counties in that situation? 
How can you use this experience to improve consistency across county offices? 

Answer. There were several reasons farmers may not have signed up for ACRE 
in 2009: 

• Producers were concerned about making an irrevocable decision to give up a 
“known” payment for the possibility of receiving an “unknown” payment. The 
cost of participating in ACRE for a farm is a 20 percent reduction in the direct 
payment amount, a 30 percent reduction of the loan rate for all covered com- 
modities and peanuts on the farm, and no countercyclical payments in return 
for possibly receiving an ACRE payment. 

• Producers who traditionally receive countercyclical payments on cotton, rice, 
and peanuts would not elect to eliminate the countercyclical payment in ex- 
change for a participation in ACRE and possibly receiving an ACRE pa 3 mient. 

• Producers who grow crops that take advantage of the marketing loan program 
such as cotton, rice, and peanuts will not elect to reduce the loan rate in ex- 
change for participation in ACRE and possibly receiving an ACRE payment. 

• The commitment to enroll for the life of the 2008 Farm Bill. The statute re- 
quires that farms enrolled in ACRE are irrevocably enrolled in ACRE for the 
life of the 2008 Farm Bill. Because of this 4 year commitment, many land- 
owners shied away from participating in ACRE. 

• To receive a payment under ACRE, two triggers must be met. The first trigger 
is at the state level and the second trigger is at the farm level. In comparison, 
only one trigger must be met at the national level under countercyclical pay- 
ment program and there are no triggers under the direct payment program. The 
dual triggers make the ACRE program more difficult for producers to evaluate 
and understand than the traditional direct and countercyclical payment pro- 
grams. 
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We have not conducted any studies that would provide an analysis of the varying 
ACRE participation levels. USDA published information on ACRE as did several ag- 
riculture industry publications. 

The decision to participate in ACRE required owners and producers to evaluate 
their farming operation in a way typically not required for a commodity program. 
Many tools were provided by USDA and other agricultural organizations to assist 
the owners and operators in making the ACRE decision. 

USDA’s objective is to administer programs consistently and equitably across the 
nation and works diligently to ensure that County Offices do so. 

Question 3. Delivery — As this Committee considers new approaches to protecting 
the income safety net for most agricultural producers, one concern is how USDA can 
evolve as well to accommodate whatever new programs are developed and enacted. 
What considerations should Congress make with regard to USDA’s fundamental 
structure and how that structure could impact program design? 

Answer. USDA is working to evolve through efforts to modernize business proc- 
esses, IT and delivery abilities. Moreover, USDA is working to better coordinate ad- 
ministrative work across Agencies and create synergies where possible to ensure a 
“team” mentality in implementing programs. We look forward to working with the 
Committee to discuss how these efforts will facilitate the next generation of pro- 
grams that are developed and enacted. 

Question 4. Delivery — What is the status of updating the FSA computer system? 

Answer. FSA is incrementally deploying new capabilities and major upgrades 
across the Agency. Major upgrades will occur primarily in FY 2011 through FY 
2014. In 2009, Congress provided funding for the multi-year information technology 
stabilization and modernization initiative. The FY 2011 budget proposal includes 
the resources to move ahead on schedule with IT modernization for FSA. It will sup- 
port the continuation of the Modernize and Innovate the Delivery of Agricultural 
Systems (“MIDAS”) project as planned along with necessary conversion of software 
for supporting activities to facilitate transition of FSA IT from the obsolete legacy 
system. 

In addition, USDA’s 2011 budget provides for a needed refreshment and upgrade 
of the Common Computing Environment to support the continued modernization 
process for FSA and the other service center agencies. 

Question 5. Delivery — ^Are there new programs first enacted in the 2008 Farm 
Bill that posed particular challenges for USDA’s operations? What aspects make 
those programs harder to implement? 

Answer. SURE is the most complex and difficult program FSA has had to admin- 
ister. 

Two issues that added most to the complexity of SURE include: 

• The requirement that all of a participant’s farms and crops be considered as one 
farm. Many participants have multiple farms across several state and county 
lines. 

• An insurance requirement for eligibility — Due to the many different types of 
crop insurance policies and coverage levels, including the Non-insured Crop Dis- 
aster Assistance Program (NAP), that may be in place on one farm, the admin- 
istrative burden of tracking both the guarantees and indemnities is very chal- 
lenging. 

Similarly, the ACRE program is a very complex new program that required pro- 
ducers to do a significant amount of “homework” to understand how it would work 
for their farms. This was further complicated by explaining ACRE to landlords and 
those involved with financing farming operations. 

Question 6. Direct payments — One issue with the current program structure is 
that the one element that is considered the least trade-distorting (fixed, direct pay- 
ments) is also the same element for which the American public has the most trouble 
understanding the rationale, given that the payments are distributed without re- 
gard to the need of the producer and the price of a commodity. The Doha trade ne- 
gotiations only continue the United States down the path of decoupled payments. 
How can the United States step off this path that is becoming more and more un- 
tenable to the American taxpayer? 

Answer. I look forward to working with the Congress on this topic as Members 
begin work on the next farm bill. Various types of direct pa3Tnents have been an 
integral part of the U.S. Government’s farm commodity programs for almost a dec- 
ade. They provide support to farmers compatible with WTO rules for non-trade dis- 
torting support and have become an important component of the farm safety net 
that farmers have come to rely on during periods of low prices and low returns. I 
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look forward to working with Confess as we address how programs can best meet 
the needs of farmers, ranchers, and rural communities. 

Question 7. Appointment of FSA State Committees/SEDs — A problem many 
Congressional offices heard about this past year was the considerable delay experi- 
enced in getting both state executive directors and state committees in place. In 
fact, many were only announced this February, over a year after the transition to 
the new Administration. To what do you attribute this delay? Is it similar to Admin- 
istrations past? What kind of backlog at state offices is there as a result? 

Answer. USDA was committed to finding the right people for these jobs, out of 
a record number of applicants. USDA appointments for State Executive Directors 
and State Committee Members underwent a stringent vetting process and staff was 
appointed as quickly as we confirmed they were the candidates who would best 
serve the Agency. 

In state offices, as in county offices, field staff is working hard every day to deliver 
a wide array of farm assistance, conservation and credit programs. There are back- 
logs at many offices due to the high volume of customer traffic we’ve seen partici- 
pating in new 2008 Farm Bill programs. This high backlog is not attributable to the 
transition process. 

Question 8. Sugar/Feedstock Flex Program — The Feedstock Flex program in 
the farm bill provides for an emergency outlet for sugar to ensure a continued no- 
cost sugar program for taxpayers. This program has not yet been implemented due 
to lower sugar stocks than what would be required to establish the program. How- 
ever, given the design of this program as a “safety valve,” how quickly could USDA 
ramp up such a program if necessary? 

Answer. By statute, this new program is to be used to avoid forfeitures of sugar 
to the CCC by diverting surplus supplies to bioenergy production. Due to the rel- 
atively high level of sugar prices (and low likelihood of forfeitures), use of this pro- 
gram is not foreseen in the near term. As a result, issuing the regulation associated 
with it has been a lower priority than for numerous other 2008 Farm Bill regula- 
tions. The proposed rule and the cost-benefit analysis have been drafted and are in 
the FSA clearance process. Publication is expected in the summer of 2010. If market 
conditions change, this regulation will move to a higher priority status. 

Question 9. Section 1619/Privacy of data — Are you hearing from groups that 
would like to make changes to the data privacy provisions that were included in 
Section 1619 of the 2008 Bill? Are FSA and the other agencies involved looking at 
any situations where Congress may want to reconsider or provide more direction, 
such as the use by state and local governments? 

Answer. Section 1619 prohibits disclosure of information regarding an agricultural 
operation, farming or conservation practices or land itself that is provided by an ag- 
ricultural producer or landowner, or GIS information maintained about such oper- 
ations or lands, except to Federal, state, tribal, and local agencies, and persons, 
working with the Secretary in any Department program (i) “providing technical or 
financial assistance with respect to the agricultural operation, agricultural land, or 
farming or conservation practices;” or (2) when necessary to assist the Secretary to 
in responding to a disease or pest threat to agricultural operations. 

The lack of additional exceptions providing for disclosure to other Federal, state, 
tribal, or local agencies, or persons, in circumstances not related to USDA farm or 
pest and disease programs, has created serious difficulties for USDA to share infor- 
mation that previously it could share under routine uses promulgated under the Pri- 
vacy Act. In the pest and disease area, it also has impacted the ability to share in- 
formation with foreign nations causing potential for adverse trade impacts. 

For example. Section 1619 has prevented or made it difficult for USDA to provide 
information barred from disclosure by that statute to states to carry out important 
state environmental and historic preservation analyses, in which USDA has no role. 
Section 1619 has prevented USDA from providing state and local prosecutors with 
information that could have aided the prosecutors with their cases, such as inves- 
tigations of water rustling. Also, 1619 has almost shut down the alaility to provide 
1619 information to other Federal agencies. For example, USDA was unable to pro- 
vide 1619 information to the Department of Justice regarding a legal issue associ- 
ated with the building of the border fence between Mexico and Texas; USDA has 
been unable to share information with the Department of Justice, the Internal Rev- 
enue Service, and the Drug Enforcement Agency for investigations or prosecutions 
of tax fraud and other criminal matters that are unrelated to farm programs; USDA 
was unable to share 1619 information with another agency when information was 
needed to plan the course of an cross-border oil pipeline. USDA could not share 1619 
information related to a National Environmental Policy Act matter with the Council 
on Environmental Quality. 
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Further, even with respect to authorized disclosures provided for the purposes of 
certain USDA farm and pest and disease programs, such disclosures are authorized 
only if the cooperator does not disclose this information further. 

In this respect, Section 1619 has impacted a number of cooperative programs be- 
tween USDA’s Animal and Plant Health Inspection Service (APHIS) and state coun- 
terparts that require the routine sharing of information. For example. Section 1619 
permits USDA and its cooperators to share producer and landowner information 
provided in USDA programs with other Federal, state, tribal, or local agency co- 
operators, or individual cooperators, only if the cooperator does not disclose this in- 
formation further. In the case of states, this has made more difficult the routine 
sharing of pest detection and identification information for pests that are not cur- 
rently under regulation and for the management of endemic pests when their popu- 
lations grow to destructive levels. In those states that cannot provide assurances to 
the Secretary that Section 1619 information will not subsequently be disclosed, cer- 
tain APHIS plant pest and disease detection programs — such as those funded under 
Section 10201 of the farm bill and the pest detection appropriation — may have to 
cease. 

Additionally, the Farm Service Agency (FSA) regularly fields complaints regard- 
ing Section 1619; largely from realtors, real estate appraisers and other entities 
whose day-to-day operations and activities have been hampered by restricted access 
to USDA information, and parties interested in FSA GIS information for a variety 
of data manipulation purposes. 

Question 10. Impact of bioenergy on commodity prices — USDA has come out 
with figures in the past that show the impact of biofuels production on commodity 
prices. Has the Office of the Chief Economist done an 3 d;hing recently to give you an 
idea of the impact on crop prices and in return the impact on money being spent 
on under Title I programs? 

Answer. At a June 12, 2008 U.S. Senate Energy and Natural Resources Com- 
mittee hearing, U.S. Department of Agriculture’s Chief Economist, Joseph Glauber, 
testified on the effects of the expansion in biofuels production in the United States 
on commodity markets and food prices. In that testimony, the effects of increased 
ethanol and biodiesel production on corn and soybean prices are presented for mar- 
keting years 2006/07 and 2007/08. Assuming the amount of corn used for ethanol 
production and soybean oil used for biodiesel production in 2006/07 and 2007/08 re- 
mained unchanged from the amounts used in the 2005/06 marketing year, corn 
prices would have averaged $0.24 per bushel lower in 2006//07 and $0.65 per bushel 
lower in 2007/08. Soybean prices would have averaged $0.18 per bushel lower in 
2006/07 and $1.75 per bushel lower in 2007/08. Despite the drop in corn and soy- 
bean prices, commodity program spending would have remained essentially un- 
changed, since corn and soybean prices would have continued to exceed levels that 
would have triggered either countercyclical payments or marketing loan benefits. 
The scenario presented above was selected to depict the effects of increased ethanol 
and biodiesel production on corn and soybean prices and does not represent a spe- 
cific policy scenario. 

In May 2007, USDA’s Office of the Chief Economist and the Economic Research 
Service analyzed two alternative scenarios of biofuel production at the request of 
Senator Saxby Chambliss. Under scenario 1, annual domestic ethanol production in- 
creases to 15 billion gallons by 2016 and annual domestic biodiesel production in- 
creases to 1 billion gallons. Under scenario 2, ethanol production increases to 20 bil- 
lion gallons by 2016 and annual biodiesel production increases to 1 billion gallons. 
These scenarios compare with about 12 billion gallons of ethanol and 700 million 
gallons of biodiesel production in 2016 in USDA’s long-term baseline agricultural 
projections released in February 2007. Under scenario 1, the price of corn increases 
by $0.31 per bushel and the price of soybeans increases by $0.45 per bushel above 
the baseline in 2016. Under scenario 2, the price of corn increases by $0.65 per 
bushel and the price of soybeans increases by $1.20 per bushel above the baseline 
in 2016. These price increases would not have reduced commodity program pay- 
ments, since prices for both corn and soybeans were above levels that would have 
triggered countercyclical payments and marketing loan benefits for corn and soy- 
beans. 

Question 11. Dairy — USDA did a lot last year to help the struggling dairy indus- 
try. What government program do you believe helped the dairy industry and dairy 
producers the most last year? What tools, if any, should be continued in order to 
ensure we protect the dairy industry in the U.S.? 

Answer. USDA has been working to help the dairy industry for many months. 
Since the beginning of the dairy crisis, USDA has paid dairy producers more than 
$900 million under the Milk Income Loss Contract (MILC) Program. The Fiscal 
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Year 2010 Agriculture Appropriations Act authorized $290 million in additional di- 
rect payments to dairy producers, as well as $60 million for the purchase of cheese 
and other products. In addition, USDA temporarily increased the purchase prices 
for Cheddar cheese and nonfat dry milk under the Dairy Product Price Support Pro- 
gram during August-October 2009 and reactivated the Dairy Export Incentive Pro- 
gram (DEIP). USDA has also used full administrative flexibility to make alternative 
loan servicing options available to dairy producers under Farm Service Agency loan 
programs. 

Not all dairy farmers are the same, so it is difficult to say which program helped 
the most. The largest expenditures were made under the MILC program. Since pro- 
duction eligible for payment under the MILC program is capped at 2.985 million 
pounds per fiscal year, MILC payments may have been more beneficial to smaller 
producers than larger producers. In addition, all producers benefited from the re- 
activation of DEIP and the assistance provided under the 2010 Agriculture Appro- 
priations Act. Farm Loan Program policies to forebear foreclosure proceedings and 
extend additional credit also were very beneficial to struggling dairy producers. 

The Secretary has appointed the Dairy Industry Advisory Committee (DIAC) to 
examine what dairy policy would be best for aiding the dairy industry. The Com- 
mittee had its first meeting in April and second meeting in June 2010. Committee 
recommendations will be important in guiding decisions on what dairy policy tools 
to continue using and what new tools are needed to better assist dairy producers. 

Question 12. Dairy — Current policies focus mainly on the final price that a dairy 
farmer receive, but pays little attention to overall profitability. As we consider new 
farm policies, should we emphasize profit over price? 

Answer. Milk and dairy product prices are an important focus of current policies. 
In addition, the 2008 Farm Bill incorporated costs — an important component in de- 
termining profitability — into the MILC program. The 2008 Farm Bill did so by ad- 
justing the trigger price used to calculate the MILC payment rate for changes in 
feed costs. This feature increased MILC payment rates for Fiscal Year 2009 program 
payments. Production costs such as feed often are quite variable regionally and also 
by producer size. I look forward to receiving recommendations from the Dairy Indus- 
try Advisory Committee regarding the issue of profitability versus price and improv- 
ing the safety net for dairy producers. 

Question 13. Restoration of base acres on Federal lands — The implementa- 
tion update mentions that you have reversed the policy of the previous Administra- 
tion and are restoring base acres on Federal lands. Can you tell us whether this 
decision had a cost under Administrative PAYGO? And what that cost was if there 
was a score? 

Answer. This decision had no cost under administrative PAYGO, nor was USDA 
credited with any administrative PAYGO savings when the decision to remove base 
acres from Federal land was implemented. USDA estimates that removing base 
acres from Federal land would save about $15 million. 

Title II — Conservation 

Question 14. CRP general sign-up — ^You announced during your appearance at 
Pheasant Fest that there would be a general CRP sign-up this year, and you also 
released additional SAFE acres. You’re probably aware those SAFE acres have been 
used up already and people are still coming into local FSA offices asking about en- 
rolling more. Is there any more definitive news you can give us on timing of a new 
sign-up? The demand for more SAFE acres seems to be a direct result of having no 
general sign-up for the last several years. 

Answer. Budgetary savings from the draft Standard Reinsurance Agreement are 
to be used for CRP proposals that require PAYGO offsets. The proposals, including 
new and amended CREPs, initiatives, and an increased FY 2010 general sign-up (to 
reach 32 million acres) The CRP general sign-up is expected to begin in August 
after the completion of a mandatory 30 day no-action period, issuance of a Record 
of Decision (ROD) on the CRP Supplemental Environmental Impact Statement 
(SEIS), which ended July 19, and the publication of Farm Service Agency’s rule im- 
plementing changes to CRP mandated by 2008 Farm Bill that is currently under 
review by the White House Office of Management and Budget. 

Question 15. CRP general sign-up — Can you tell us what level of acreage in the 
CRP you are considering as you move forward with a general sign-up? Are you aim- 
ing to stay as close to the current 32 million acre cap as you can? Are you leaving 
some room for continuous practices or new CREPs? 

Answer. We are planning to conduct a general sign-up this summer. By incor- 
porating funds realized through the Standard Reinsurance Agreement (SRA) sav- 
ings, the budget baseline has been updated to include a general sign-up in FY 2010 
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(up from 2.9 million acres in the President’s Budget), and to reach 32 million acres 
in FY 2011 and remain there throughout the baseline period. We cannot provide a 
number on the amount of acreage we plan to enroll because that depends on the 
level of interest and the characteristics of the land that is offered. We will evaluate 
the offers once they are all in and make a decision based on the environmental ben- 
efits of the land offered. We do know that contracts on 4.3 million acres of land en- 
rolled under general sign-up are set to expire this year, and that we expect many 
of the contract holders to submit offers, as may many of the holders of 2.7 million 
acres under contracts that expired last year. This large expected interest is sup- 
ported by the responses to contract extension offers we made over the past several 
years. Contracts on over 80 percent of eligible lands were extended during these op- 
portunities. 

What we do not know is the amount of “new” lands that will be offered. It’s been 
a number of years since a general sign-up has been held, so it is difficult to judge 
the level of interest there will be. But we know that there are always new lands 
offered — lands that owners have decided they want to devote to wildlife, protect 
from erosion, or for a variety of other reasons. 

When accepting general CRP sign-up acres, we will keep in mind that room must 
be left for CREP and continuous sign-up enrollment. Because the enrollment of envi- 
ronmentally-valuable conservation buffers, wetlands, and other practices is very im- 
portant, we will continue to allow producers to enroll acreage in continuous sign- 
up practices. Because the enrollment of environmentally-valuable conservation buff- 
ers, wetlands, and other practices targeted by continuous and CREP practices is 
very important, we will continue to allow producers to enroll acreage in continuous 
sign-up practices and plan to expand the number of CREPs and increase acreages 
in existing CREPs using SRA savings. 

Question 16. Open Fields — What is the status of implementing the Open Fields 
provision in the 2008 Farm Bill? It’s my understanding we’ve lost two hunting sea- 
sons, and potentially a third, because the rules haven’t been written and the money 
hasn’t make it out to the field. What’s been the hold-up? 

Answer. We are pleased to report that an interim rule for the Voluntary Public 
Access and Habitat Incentive Program was published on July 8, 2010. FSA also 
issued requests for application on July 8, 2010 and applications are due by August 
23, 2010. 

Implementation of the Voluntary public Access Program is important to the De- 
partment and it has been elevated in USDA’s 2008 Farm Bill priority list as other 
critical programs have been rolled out. 

Because this program provides grants to states and tribal governments on an indi- 
vidual basis, we wanted to be sure that our rule does not make any state program 
ineligible for its share of these funds. 

Additionally, our USDA Office of Tribal Relations is working closely with us to 
ensure equitable participation in this program by tribal governments. 

Question 17. Outdoor Initiative — Some of us didn’t get to attend the President’s 
Great Outdoors Initiative. Can you update us on what happened last week and pro- 
vide some details on this is? 

Answer. During the White House Conference on America’s Great Outdoors held 
April 16, the President talked about our treasured landscapes and the tremendous 
value of our nation’s vast and varied natural resources. He also recognized that 
Americans increasingly are losing touch with the outdoors. The President referenced 
Theodore Roosevelt’s tremendous conservation accomplishments and stated that his 
goal is to enrich that legacy by developing a 21st century strategy for America’s 
Great Outdoors. To that end, the President signed a memorandum to the Secretary 
of the Interior, the Secretary of Agriculture, the Administrator of the Environmental 
Protection Agency and the Chair of the Council on Environmental Quality estab- 
lishing the America’s Great Outdoors Initiative. The goal of the initiative is to (1) 
reconnect Americans, and children in particular, to America’s working landscapes, 
including ranches, farms and forests, to landscapes of national significance, to rivers 
and waterways, and to great parks and coastal areas; (2) build on state, local, pri- 
vate and tribal conservation priorities and determine how the Federal Government 
can best advance those priorities; and (3) use science-based management practices 
to restore and protect our lands and waters for future generations. Regional listen- 
ing and learning sessions — public conversations about America’s Great Outdoors — 
will be held across the country. By November 15, 2010, the initiative will provide 
a report on America’s Great Outdoors that includes a review of successful and prom- 
ising non-Federal conservation approaches; an analysis of existing Federal resources 
and programs that could be used to complement those approaches; proposed strate- 
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gies and activities to achieve the goals of the Initiative; and an action plan to meet 
the goals of the Initiative. 

After the President signed the Memorandum, attendees heard from two panels. 
The first panel was on conserving working lands. Panelists included a historian, a 
farmer, a rancher, a member of the Nez Perce Tribe, and the Mayor of Newark, NJ. 
The second panel was on connecting lands and people, and panelists included a his- 
torian, a State Governor, a retired state wildlife official, a youth program director 
at a National Park, and the CEO of REI, Inc. 

Break-out sessions held Eriday afternoon served as the first in a series of con- 
versations about America’s Great Outdoors. After the conference ended, a website 
was launched on America’s Great Outdoors at http:! I www.doi.gov I 
americasgreatoutdoors I . Members of the public may post stories about experiences 
in the great outdoors, as well as ideas for conserving America’s great places, to the 
website. 

Question 18. WHIP — In the 2008 Farm Bill, we changed the eligibility require- 
ments on Wildlife Habitat Incentives Program (WHIP) to ensure that money was 
going to producers. What impact has that had on the program delivery? Have any 
states complained about this change? 

Answer. The 2008 Farm Bill focused participation in the Wildlife Habitat Incen- 
tive Program (WHIP) to private and Tribal agricultural lands. The change has had 
consequences for private landowners interested in the program and has impacted 
some wildlife habitat development efforts, particularly the provision pertaining to 
public land eligibility. 

State agencies and interest groups have expressed concern that the WHIP pro- 
gram is no longer eligible for projects that they have been planning to implement 
for some time on public land. During the comment period for the WHIP interim 
final rule many agencies and groups such as the Association of Fish and Wildlife 
Agencies, the Wildlife Society, The Nature Conservancy, Trout Unlimited, and oth- 
ers expressed this concern. 

Some regions of the nation have been impacted more than others because of the 
change. Although public land projects represented only six percent of the WHIP con- 
tracts between 2005 and 2008, NRCS and public partners developed wildlife habitat 
projects with significant public and private benefits. For instance, the implementa- 
tion of 57 fish passage projects benefited hundreds of miles of streams by opening 
channels to aquatic wildlife that benefit all landowners along the water courses. 

Because of the limit on landowner participation, potential private landowners are 
excluded from the program because the stream or river that goes through their 
properties is considered public land. Federally listed threatened and endangered 
fish and wildlife species that could benefit from these public land projects are placed 
at risk. To date, a total of 28 states have the potential of being unable to participate 
in WHIP because of their public ownership of stream or riverbeds. 

In the State of Rhode Island, the state agency has expressed concern that projects 
involving dam removal or fish ladder installations are ineligible due to non-agricul- 
tural producers owning dams. Fish species that are of state concern are not able 
to benefit from the WHIP program in such projects. 

Question 19. Farmland Protection Program — We rewrote the Farmland Pro- 
tection Program in the 2008 Farm Bill. How many states have asked USDA for cer- 
tification? 

Answer. Under provisions of the Farm and Ranch Lands Protection Program In- 
terim Final Rule, entities were not required to request certification. When a state 
or non-governmental organization (NGO) submits an application for funding, the en- 
tity may request certification by USDA. States or NGO’s were certified when they 
demonstrated they met or exceeded certification standards as proposed in the In- 
terim Final Rule. NRCS received 64 comments regarding this issue and these com- 
ments are being reviewed. 

FRPP certification standards include demonstrated ability to complete acquisition 
of easements in a timely manner, ability to monitor easements on a regular basis, 
ability to enforce provision of the easement deed, experience in enrolling parcels in 
the Farmland Protection Program, and the existence of dedicated fund for the pur- 
poses of easement management, monitoring and easement stewardship. 

Since enactment of the 2008 Farm Bill, the following seven entities have been cer- 
tified: 

o Kentucky Purchase of Agricultural Conservation Easement Corporation, 

° Fayette County Kentucky Division of Purchase Development Rights, 

° Ohio Department of Agriculture, 

° Delaware Agricultural Lands Preservation Foundation, 
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° Pennsylvania Department of Agriculture, 

o Massachusetts Department of Agricultural Resources, and 

o Vermont Housing and Conservation Board. 

Question 20. CSP — When will the final CSP rule he published? And what advice 
do you have for producers who are hesitant to sign their CSP contracts without 
knowing whether several issues that have heen brought to USDA’s attention may 
be fixed? Such as the treatment of entities and the additional payment limitation 
that was imposed administratively. 

Answer. The final CSP rule was published in the Federal Register June 3, 2010. 
The final rule was effective on release, will be used for future ranking periods, and 
is not retroactive to the initial CSP ranking period. NRCS implemented the initial 
CSP ranking period under the interim final rule, published July 29, 2009. Participa- 
tion in CSP is voluntary and producers approved for contract had the option to sign 
pending contracts or reapply under final rule provisions. With the final CSP rule 
in place, NRCS has announced a ranking period cut-off of June 25 to accommodate 
the enrollment of an additional 12,769,000 authorized for Fiscal Year 2010. 

Key changes in the Final Rule: 

Payment Limitations: NRCS raised the contract limitations for formal joint oper- 
ations from $200,000 to $400,000 for the contract period and from $40,000 to 
$80,000 per year. Each person or legal entity will still be limited to $40,000 per 
year. This change follows the logic used for EQIP that enables spouses, farming as 
joint operations, to each earn the $40,000 annual limitation. 

Minimum Payment: NRCS will make a minimum payment of $1,000 to histori- 
cally underserved participants with small-scale operations in any fiscal year that a 
contract’s payment amount total is less than $1,000. 

Pastured Cropland: NRCS established a “pastured cropland” program designation 
for land maintained in a grass-based livestock production system that is suitable for 
cropping. Pastured cropland will be provided higher program compensation than 
pastureland due to the higher forgone income costs associated with keeping that 
land in grass. 

Definition of Resource-Conserving Crop: Based on public input, the definition of 
resource-conserving crop was revised to require the use of grass and/or legumes in 
the system in order to provide a sufficient level of environmental benefit above the 
prior definition and qualify for the supplemental payment. 

Enhancement Bundles: NRCS evaluated the enhancements available to partici- 
pants in the first sign-up and added enhancements requested by the public. Addi- 
tionally, NRCS is offering participants the option to select enhancement bundles 
whose application as a group addresses resource concerns in a more comprehensive 
manner. Producers” ranking scores and payments are positively influenced when 
they choose enhancement bundles. 

Question 21. CSP — Has interest in CSP been regional or has interest been nation- 
wide? How are people reacting to the payment rate per acre? 

Answer. NRCS received over 21,000 applications from across the nation including 
Caribbean and Pacific Island areas on an estimated 33 million acres. 

Applicants appear to be satisfied with the CSP payment for performance pajnnent 
rates as indicated by the 10,522 participants that have signed contracts totaling 
over 12.2 million acres at a cost of nearly $142.4 million. 

There have been no landowner complaints and there have not been complaints’ 
regarding the payment rate as indicated by the number of contracts/enrolled acres 
across all four of the land uses (cropland, pastureland, rangeland, and non-indus- 
trial private forest (NIPF). 

In CSP, participant’s annual payments are not determined using the traditional 
compensation model where they receive a percentage of the estimated practice in- 
stallation cost or a per acre rental rate. Instead participants’ annual payment level 
will be unique for their operation and land-uses based on the combined total of envi- 
ronmental benefits from existing and new activities. Participants are paid for con- 
servation performance — the higher the operational performance, the higher their 
payment. 

Question 22. CSP — Are you hearing that a lot of producers actually came in and 
gave CSP a try in 2009? And are you hearing of producers who wanted to and could 
have done more on their operations if not for the $200,000 cap on payments? 

Answer. Yes, NRCS received numerous comments and feedback from joint oper- 
ations who would have offered more conservation had there not been a $200,000 
contract payment limitation. In the Final Rule, NRCS raised the contract limita- 
tions for formal joint operations from $200,000 to $400,000 for the contract period 
and from $40,000 to $80,000 per year. Each person or legal entity will still be lim- 
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ited to $40,000 per year. This change follows the logic used for EQIP that enables 
spouses, farming as joint operations, to each earn the $40,000 per person annual 
limitation. 

Question 23. EQIP — We all know that EQIP is a very popular program, but I’m 
wondering if you can tell us exactly how popular it is and what the current backlog 
is of requests that are eligible but can’t be funded? 

Answer. EQIP is a very popular program that provides flexibility to farmers, 
ranchers, livestock producers and forest landowners to receive financial and tech- 
nical assistance to address natural resource concerns on their operations. 

• In Fiscal Year 2009, USDA obligated $1,064 billion in financial and technical 
assistance through EQIP entering into approximately 32,000 contracts. 

• In Fiscal Year 2009, the number of contracts that were not funded totaled 
54,329 contracts valued at $1.36 billion. 

Question 24. EQIP Organic Initiative — What has been the interest level in the 
EQIP organic provisions? 

Answer. The EQIP Organic Initiative authorizes payments to be made for con- 
servation practices on operations related to organic production or transition to or- 
ganic production. It is in the second year of administration. In FY 2009, NRCS pro- 
vided $36 million to organic producers through the EQIP program to develop and 
carry out an Organic System Plan (OSP), or to install conservation practices related 
to organic production. 

NRCS has continually worked with the organic stakeholder and will continue to 
work with the stakeholders to improve organic administration. Fiscal Year 2009 was 
a pilot year for the Organic Initiative (01); although we obligated over 36 million 
dollars NRCS felt a need for improvement. NRCS worked closely with several orga- 
nizations to make improvements on program delivery. 

In Fiscal Year 2010, NRCS provided guidance to the states to increase outreach 
within the states as well as providing updated information on the national NRCS 
program website. NRCS provided guidance to states and field offices that compared 
National Organic Program regulations and requirements to NRCS resource concerns 
and practices. 

The Fiscal Year (FY) 2010 EQIP Organic Initiative is currently in a reallocation 
period; moving money from states with unobligated Organic Initiative funds to 
states with need for additional Organic Initiative funds. All states are still updating 
ProTracts with contract obligations. 

• July 2, 2010 is the deadline for states to have the reallocated funds obligated. 

• Current estimates show that there are about 1,600 applications nationwide 
worth a total of $24.4 million as estimated future obligations. 

• In FY 2010, NRCS is still enrolling organic operations into EQIP under this ini- 
tiative. To date, we have received about 1,600 applications that request a total 
of $24.4 million, and we expect to ultimately enroll the large majority of these 
applicants. As of mid-May, 980 contracts have already signed contracts for ap- 
proximately $16.3 million. 

For FY 2011, we plan to look at expanding our partnerships and working with 
state agencies to increase our marketing and promotion of the EQIP Organic Initia- 
tive. NRCS is already working on additional guidance to NRCS state offices to help 
them improve their ability to service Organic producers’ needs. 

Question 25. Waiver report — The Committee is still waiting for the report that 
was required by the farm bill on any waivers that are granted for payment limita- 
tions as well as the easement terms under the Wetland Reserve Program. Do you 
know when we can expect this report? In the meantime, do you know how often the 
waiver authority has been used, and for what? 

Answer. The report has been completed and was signed on May 10, 2010. The 
number of waivers granted under section 1001D(b)(2) of the Food Security Act of 
1985, as added by the Food, Conservation, and Energy Act of 2008 in order to pro- 
tect environmentally sensitive land of special significance in FY 2009 is four: two 
in New Hampshire (FRPP and WRP), one in California (WRP) and one in New Jer- 
sey (WHIP). 

Question 26. Wetland Reserve Program 7 year ownership requirement — 

Your implementation update paper mentions responding to public comments on the 
7 year ownership requirement. Can you share any more with us on what those com- 
ments were? And what you may be contemplating in this regard since the statutory 
language is fairly specific? 
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Answer. NRCS received 52 public comments regarding the 7 year ownership re- 
quirement during the WRP interim final rule public comment periods. The respond- 
ents expressed concern that the 7 year ownership requirement discriminates against 
many private landowners and defeats the purpose of the program. More particu- 
larly, the respondents felt the term of ownership requirements should not be more 
restrictive than other USDA conservation programs. Other respondents rec- 
ommended incorporating a waiver for landowners who have existing WRP lands and 
subsequently purchase eligible adjacent lands. Many comments recommended re- 
turning to the 1 year requirement, and some recommended that a 2 year require- 
ment might have merit. 

The WRP statute requires that the land be owned during the preceding 7 years 
unless the landowner received the land by will or succession, underwent foreclosure 
and exercised a right of redemption, or provided adequate assurances the land was 
acquired for reasons other than enrollment in WRP. NRCS does not have authority 
to change this statutory requirement, and agrees that the statutory language is spe- 
cific on the land ownership requirement. 

If an applicant has not owned the land for the requisite time period, NRCS noti- 
fies the applicant that the application will be determined ineligible unless the appli- 
cant submits a written waiver request and documentation that one of the three cri- 
teria for waiver applies to their circumstances. The local NRCS office forwards any 
documentation to the national office for action. 

NRCS Chief, Dave White, reviews all waiver requests based upon the adequate 
assurances criteria and is the only NRCS official with authority to waive the 7 year 
ownership requirement on this basis. In particular, upon review of the particular 
circumstances, the Chief determines whether adequate assurances support a finding 
that the landowner did not purchase the land for purposes of enrolling in WRP and 
whether a waiver request should be granted. The Chief provides the determination 
to the State Conservationist, and the State Conservationist will notify the land- 
owner of the determination and the landowner’s rights to appeal, if applicable. 

Question 27. Wetland Reserve Enhancement Program — How many and what 
states have expressed an interest in the WREP authority given in the 2008 Bill? 

Answer. On March 2, 2010, NRCS published a request for proposals for implemen- 
tation of the partnership component of WREP under the Mississippi River Basin 
Initiative (MRBI). NRCS also published on April 9, 2010, a request for proposals for 
partnership WREP implementation nationwide. The deadline for MRBI-WREP pro- 
posals was May 3, 2010, and the deadline for all other WREP proposals was May 
24, 2010. NRCS received 21 MRBI-WREP proposals, and received nine WREP pro- 
posals from the following states: North Carolina, Indiana, Nebraska, Iowa, Min- 
nesota, Missouri, and Illinois. 

The following projects in five states were approved for financial assistance in Fis- 
cal Year 2010 for a total of $9,847,500 covering 2,440 acres of wetlands: 

Indiana/Illinois 

Wabash River Floodplain Corridor Project. 

Sponsoring Entity: The Nature Conservancy. 

Fiscal Year 2010 Financial Assistance: $3,255,000. 

Acreage: 1,000. 

Iowa 

Wetland Restoration and Enhancement for Water Quality and Habitat Bene- 
fits — Des Moines Lobe. 

Sponsoring Entity: Iowa Department of Agriculture and Land Stewardship. 

Fiscal Year 2010 Financial Assistance: $3,842,500. 

Acreage: 600. 

Des Moines Metro Forest Initiative. 

Sponsoring Entity: Iowa Natural Heritage Foundation. 

Fiscal Year 2010 Financial Assistance: $2,000,000. 

Acreage: 600. 

Minnesota 

Sand Creek & Prior Lake/Spring Lake Watershed. 

Sponsoring Entity: Scott Soil and Water Conservation District. 

Project to begin in FY 2011. 

Nebraska 

Rainwater Basin Water Complex. 

Sponsoring Entity: Pheasants Forever. 

Fiscal Year 2010 Financial Assistance: $750,000. 
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Acreage: 240. 

Question 28. Partnership authorities — ^As you mentioned, you have held a num- 
ber of meetings out in the countryside. During these meetings have you heard from 
producer or non-governmental entities that work with landowners about their abil- 
ity to use the partnership authorities that were included in the farm bill? And what 
they might like to see changed? Such as the ability for them to receive technical 
assistance dollars. 

Answer. The Cooperative Conservation Partnership Initiative (CCPI), authorized 
in the 2008 Farm Bill, provides NRCS with unique authority to help focus conserva- 
tion program benefits along with our partners contributed resources to address im- 
portant natural resource issues throughout the nation. NRCS reviews and evaluates 
proposals submitted by eligible partners based on criteria set forth in a Request for 
Proposals as published in the Federal Register. There has been good response by 
many partners, non-governmental entities, to the recent requests for proposals for 
CCPI in the Mississippi River Basin Initiative announced in March, but also the 
Chesapeake Bay and the National announcements that were issued in April. 

In July, USDA announced the selection of 26 approved CCPI projects in 15 states 
that will help farmers and ranchers implement conservation practices on agricul- 
tural and nonindustrial private forest lands. 

Below is the list of approved CCPI projects and Fiscal Year 2010 program funding 
by state: 


State 

Number of Projects 

Fiscal Year 2010 Funding 

California 

7 

$2,495,017 

Idaho 

2 

$250,000 

Illinois 

1 

$100,000 

Indiana 

1 

$43,000 

Louisiana 

1 

$246,150 

Missouri 

3 

$559,200 

Nebraska 

2 

$287,478 

New Mexico^ 

1 

$800,000 

New York 

1 

$160,000 

North Dakota 

1 

$100,000 

Oklahoma 

1 

$99,943 

Oregon 

1 

$624,594 

South Dakota 

2 

$817,140 

Washington 

1 

$10,000 

West Virginia 

1 

$50,000 

Total 

27 

$6,642,522 


Multi-state project between New Mexico and Arizona. 

'’Includes one multi-state project among South Dakota, North Dakota, Kansas, and 
Nebraska. 


As authorized by Congress, this is not a grant program to partners. This is a pro- 
gram whereby partners with approved projects will enter into multi-year agree- 
ments with NRCS to help enhance conservation outcomes on agricultural lands and 
private nonindustrial private forest lands. One purpose of CCPI is to leverage re- 
sources of certain Federal Government programs along with services and resources 
of non-Federal partners to implement natural resource conservation practices. No 
technical assistance funding may be provided to a partner through the CCPI partner 
agreement. 

NRCS has heard from some partners that they would like the ability to receive 
technical assistance funds directly under the CCPI authorities. However, partners 
can work with State Conservationists to develop separate contribution agreements 
to provide funding for the delivery of technical services to producers participating 
in an approved CCPI project. 

Congress also provided USDA the ability to continue to work with Technical Serv- 
ice or Third Party Providers. The 2008 Farm Bill required the development of a cer- 
tification process, a 1 to 3 year agreement period and fair and reasonable pajnnent 
rates. The Interim Final rule for TSP was published on January 16, 2009 and the 
Final Rule was published on February 12, 2010. 

Title III — Trade 

Question 29. WTO case — The 2008 Farm Bill made considerable changes to ex- 
port credit guarantee programs at the request of the previous Administration. These 
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changes eliminated some of these programs and brought the remaining GSM-102 
program in line with the conclusions in the Brazil WTO cotton case. Yet it was de- 
termined that this action was not in compliance with the panel’s findings in the 
case. How can we avoid similar circumstances whereby the Administration advo- 
cates for changes from Congress to meet trade commitments and then we discover 
that such changes were insufficient? 

Answer. The previous Administration’s farm bill proposal requested that the par- 
ticular provisions for two programs subject to the dispute, be repealed in the 2008 
Farm Bill; the GSM-103 program and the Supplier Credit Guarantee Program, the 
latter of which was no longer in operation in any event. The farm bill also removed 
the previously applicable fee cap for guarantees under the GSM-102 program and 
required the program to cover its long-term operating costs and losses. In addition, 
changes to the GSM-102 program were made administratively. Brazil requested a 
WTO compliance panel to assess these actions by the United States with respect to 
the adverse determinations of the original panel. The modifications to the guarantee 
program for the period examined were viewed as inadequate by the WTO. Following 
the compliance proceedings, Brazil requested WTO authorization to impose counter- 
measures on U.S. trade. The United States objected, and so an arbitrator deter- 
mined the amount of authorized countermeasures as a result of the previously de- 
termined non-compliance. The arbitrator did not examine the current operation of 
the program, but the arbitration award nevertheless implies the need for further 
changes to the program. 

Question 30. Food aid local purchase pilot — The farm bill provided funding for 
a Local and Regional Purchase Pilot program to analyze the effects of using local 
and regional purchase of commodities in food aid programs. How has the FY2009 
funding that went to local and regional purchase been used? What metrics will you 
use to report back to this Committee regarding the pilot’s effectiveness and possible 
need for future program changes? 

Answer. In FY 2009, USDA awarded a total of $4.75 million to the UN World 
Food Program (WFP) for local procurement projects in Mali, Malawi and Tanzania. 
In March and April, WFP took delivery of 1,023 metric tons of commodities from 
small-holder farmers in Mali. In Malawi, due to recent drought conditions, WFP ex- 
pects to begin purchasing local commodities in June. Purchases in Tanzania will 
take place in July and August. The 2008 Farm Bill identifies required factors for 
evaluating the pilot’s effectiveness. These factors are built into data reporting re- 
quirements of each agreement with a participant in the pilot. The 2008 Farm Bill 
also requires USDA, not later than November 1, 2011, to have a third party conduct 
an independent evaluation of the pilot using data collected from each project. USDA 
will submit a report to Congress that contains the analysis and findings of this inde- 
pendent evaluation. In determining the effectiveness of the pilot, the evaluation is 
to examine factors such as the impacts of the procurement of commodities on pro- 
ducer and consumer prices in the market; benefits to local agriculture; impact on 
low-income consumers; impact on food aid delivery time; quality and safety of pro- 
cured commodities; and implementation costs. 

Question 31. Global Food Security Initiative — The Administration has placed 
a priority on alleviating global hunger and is soon expected to announce its Global 
Food Security Initiative which will call for a substantial increase in development as- 
sistance, with USDA playing a significant role in its implementation. While it has 
yet to be announced, can you give us an idea of how USDA has contributed to this 
effort so far, and how you think existing food aid programs authorized by the farm 
bill can meet the ambitious goals of the Administration? Does FAS need to be given 
additional authority or resources to meet these goals? 

Answer. USDA is an integral part of the process to develop the U.S. Government’s 
Feed the Future Initiative. USDA, together with our colleagues at the State Depart- 
ment, the Treasury Department, the U.S. Agency for International Development 
and the Millennium Challenge Corporation, are at the core of developing the long- 
term, sustainable, “whole-of-government” approach to addressing global food insecu- 
rity. Our contributions to date have primarily been working with these agencies in 
developing the overall strategy and implementation plans for the U.S. Government, 
specifically in designing the results framework, the policy and economic indicators, 
and the global research strategy. USDA’s role is to leverage the wealth of knowledge 
and expertise that we possess in agricultural research, markets, trade, nutrition, 
natural resource management, and animal, plant and food safety to support the U.S. 
Government initiative. Our USDA food aid programs are also a critical part of the 
solution to this longstanding problem, as a long-term development tool that supports 
education, agriculture and health, and mitigates or reduces risks to the most vulner- 
able poor. USDA food aid programs can be targeted to Feed the Future Initiative 
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priority countries to help create synergies with other development assistance efforts 
in each country. It is important to note that, although much of our food aid pro- 
gramming may be closely aligned to Feed the Future Initiative priority countries, 
we will still be mindful of the needs of other food deficit countries that may not be 
a part of this initiative. 

Question 32. MAP — The Administration proposed cutting funding for the Market 
Access Program and increasing funding for the Foreign Market Development Pro- 
gram? Can you explain the rationale for that move and how it fits with the Adminis- 
tration’s goal of doubling exports? 

Answer. The President established the National Export Initiative to enhance the 
U.S. Government’s efforts to facilitate the creation of jobs through the promotion of 
exports. As part of this effort, the President has established an Export Promotion 
Cabinet to develop and implement the Initiative. USDA will participate in the work 
of the Cabinet. 

As part of the National Export Initiative, USDA’s 2011 budget requests increased 
discretionary spending of $54 million to enhance USDA’s export promotion activi- 
ties. The budget proposes a series of adjustments in the funding levels among the 
various market development programs to provide a better balance among them and 
to reflect the changing nature of agricultural trade competition. 

This includes $34.5 million to supplement funding for the Foreign Market Devel- 
opment (Cooperator) Program. This funding would be in addition to that provided 
by the Commodity Credit Corporation under the farm bill and would double overall 
funding for the program to $69 million in 2011. The additional funds would provide 
new opportunities for participation and innovative activities, such as providing 
broader international acceptance of the products of biotechnology. 

Also, $9 million is proposed for the Technical Assistance for Specialty Crops 
(TASC) Program, which would supplement CCC funding and double overall funding 
available for TASC to $18 million. The TASC program, which was first authorized 
in 2002, is specifically directed at addressing barriers to exports of specialty crops. 
The requested increase in funding reflects the growing importance of specialty crops 
for U.S. agricultural trade growth and the contribution the program has made in 
resolving numerous trade barriers. 

Although annual MAP funding would be reduced, the program would still provide 
assistance for overseas market promotion of $160 million per year. Annual MAP 
funding has grown substantially since 2001, when the program level was $90 mil- 
lion. Although the 2011 funding level is reduced from 2010, it still provides a pro- 
gram level that is nearly 80 percent above 2001. 

Title IV — Nutrition 

Question 33. SNAP — In October 2009, Indiana cancelled its $1.3B contract with 
IBM. Since then, we have tracked the development of its so-called “Hybrid System.” 
However, there seems to be no assurance that this hybrid model will be any more 
effective than the failed IBM plan. Meanwhile, V 2 of the cost of both the IBM plan 
and this untried hybrid continues to be the responsibility of the U.S. taxpayer. 

Add to this the three lawsuits that have been found in favor of the plaintiffs, 
SNAP recipients, and against the state for a lack of timeliness in processing applica- 
tions, the need for face to face appeals, and a “failure to cooperate” in recertification 
decisions. 

Finally, in a letter sent to states from Under Secretary Concannon earlier this 
year, it was made clear that these sorts of plans would not receive a waiver under 
the Obama Administration. 

Certainly, USDA has the authority to revoke the waiver that permitted the Indi- 
ana pilot in the first place. There is a mountain of evidence that this didn’t work 
and none that it will work. What more do you need to take drastic corrective action 
that will ensure fair and compliant SNAP participation for all citizens of Indiana? 

Answer. Since Indiana terminated the contract with IBM, the state agency took 
over management of ten separate contracts that once made up the modernization 
project coalition. The state also developed a corrective action plan to address defi- 
ciencies in its modernized service delivery model. Indiana began piloting a hybrid 
solution in the ten county Vanderburgh Region in Southeastern Indiana in January 
2010 . 

The hybrid solution features regional/local office-based service delivery with more 
face-to-face contact with SNAP customers. The hybrid also utilizes technology that 
allows the state to direct tasks and telephone calls within the region, as opposed 
to the centralized call/change center, for better accountability and improved service. 

The state also implemented a new State Management and Resource Tracking 
(SMART) tool throughout the modernized areas of the state to support the move to 
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a case-based versus task-based processing of work and to provide better manage- 
ment and oversight of the work. 

The Food and Nutrition Service (FNS) is continuously monitoring the implemen- 
tation of the hybrid through on-site visits, management reports, and conference 
calls. 

FNS is monitoring several measures to determine the success of the hybrid pilot. 
These are improved customer experience, elimination of the backlog of tasks, im- 
proved application processing timeliness, improved pa3nnent accuracy, successful 
handling of phone calls within the region, and infrastructure readiness. This last 
measure includes staffing moves from service center to local offices to support the 
hybrid solution, training, facilities, integrated voice response changes, and telephone 
system changes. 

Although the timeliness and error rate data available to FNS lags, we have seen 
timeliness trending up and the error rate trending down. FNS has also seen a de- 
crease in the number of complaints received. FNS on-site observations also indicate 
that the hybrid is an improvement to the modernized model. 

After running the pilot successfully for several months, the state agency has indi- 
cated that they will seek FNS approval to expand the hybrid pilot to the Vigo Re- 
gion. The Vigo Region contains 11 counties and approximately 6.5 percent of the 
state’s caseload. FNS expects to receive the formal request for expansion this month. 

Question 34. SNAP Education and Training Programs — Since 2005, the state 
of Washington has worked with FNSAVestern Region to develop an E and T pilot 
program in conjunction with 12 community colleges in 39 counties. The model for 
this pilot used a third-party match to receive the 50% Federal reimbursement, with 
the full support of FNSA¥estern Region. However, a reinterpretation of 0MB Cir- 
cular A-87 in March, 2010 indicates that this pilot will no longer qualify for match- 
ing funds effective June 30, 2010. Please provide an explanation of this inconsist- 
ency in Washington and other programs in Wisconsin, New York, Connecticut, Cali- 
fornia and Colorado that may be affected by the 0MB review. 

Answer. Office of Management and Budget Circulars require that costs charged 
to a Federal grant be accorded consistent treatment. This is long standing Federal 
financial policy. This requirement is re-enforced and applied to the Supplemental 
Nutrition Assistance Program (SNAP) through regulation. 

Community colleges, community-based organizations, and other SNAP Employ- 
ment and Training (E&T) partners cannot charge the Federal Government for serv- 
ices that are provided at no cost to participants and are not charged to other Fed- 
eral, state and local grants. 

The Food and Nutrition Service (FNS) realizes and regrets that this policy will 
affect E&T programs in many states; however, as stewards of Federal funds we 
must enforce this policy. 

To enable Washington and the other affected states to sustain their SNAP E&T 
programs in a manner consistent with Eederal policy, ENS is working closely with 
them to identify appropriate and allowable funding streams. 

During this difficult economic environment, FNS continues to support states ini- 
tiatives to provide SNAP E&T participants with skills, training, work or experience 
that will increase their chances of self-sufficiency. FNS spent more than $300 mil- 
lion in Fiscal Year 2009 to assist nearly 1.6 million SNAP recipients gain skills and 
experience that improved their ability to obtain regular employment. 

Title V — Credit 

Question 35. Term limits — Can you tell us how many borrowers in each state are 
facing being ineligible to borrow from ESA next year? 

Answer. Currently there are 12,623 direct ESA borrowers who will be ineligible 
for additional direct operating loans in 2011. Additionally there are 5,577 guaran- 
teed operating loan borrowers who will become ineligible to receive additional guar- 
anteed operating loan funds in 2011 if the current suspension of the guaranteed op- 
erating term limits is allowed to expire on December 31, 2010. The table at the end 
of this document, see Attached Tables on p. 140, provides a state by state breakdown 
of those currently ineligible and those who will become ineligible at the end of 2010 
upon receipt of an operating loan this year. 

Question 36. Credit availability — The credit crisis is still being felt by many ag 
sectors. What is USDA doing to make certain the FSA loan program is there for 
producers? Have you seen an increase in applications? Which states and which pro- 
grams? 

Answer. FSA management is closely monitoring consumption of loan funds. The 
agency will use all administrative tools, such as pooling and reallocation of unused 
loan funds, to assure that all available funds are utilized in efforts to satisfy the 
demand for credit. There has been a dramatic increase in demand for FSA direct 
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and guaranteed loan assistance in FY 2010. As of April 30, direct and guaranteed 
loan funds provided to family farmers has increased by 30 percent compared to the 
same period a year ago. This increased demand for FSA assistance is being experi- 
enced in all direct and guaranteed loan programs. The increases are not confined 
to particular areas; almost every state is experiencing increases in loan applications 
and loan volume. 

Question 37. Credit availability — During your travels in the field, what are you 
hearing about the availability of credit for ag producers? 

Answer. Turmoil in the financial markets, increased regulatory scrutiny, and con- 
cerns about institutional safety and soundness has caused commercial lenders to be- 
come much more sensitive to credit risk and as a result, to impose more rigorous 
credit standards. One effect of this change is that lenders now request FSA guaran- 
tees for loans to customers who previously met lending standards without a guar- 
antee. Thus, the demand for FSA ^aranteed loan assistance has increased signifi- 
cantly. Compared to FY 2009 for the same time period, obligations of unsubsidized 
guaranteed farm operating loans has increased by 24 percent, guaranteed farm op- 
erating loans with interest assistance by 28 percent, and guaranteed farm owner- 
ship loans by 23 percent. Assistance provided to beginning farmers (those who have 
farmed less than 10 years) has increased by 16 percent compared to a year ago. 
Many lenders consider beginners to be higher credit risks and as a result this group 
is more dependent on FSA for financing. 

Question 38. Conservation Loan Program — What is the reason for the delay 
on the conservation loan program? It would seem these dollars could be leveraged 
given the current economic situation. 

Answer. The 2008 Farm Bill included several new programs that FSA was re- 
quired to implement. Because agency resources are limited, priority was given to 
implementation of direct and disaster payment programs which impact the largest 
number of farmers, and those programs with mandated implementation time- 
frames. With the completion of the highest priority implementations, FSA has 
moved the conservation loan program to the top of its priority list and anticipates 
publishing program regulations before the end of this fiscal year. Upon issuance of 
these regulations, the FY 2010 appropriated direct and guaranteed conservation 
loan funds will be available to qualified farmers. 

Question 39. Livestock and credit — This has been a difficult time for many sec- 
tors of animal agriculture. Producers have struggled with low prices and high costs 
of production. What is USDA doing to ensure that credit remains available to live- 
stock and dairy producers? 

Answer. FSA has instructed field staff to use all available authorities to assist 
producers in this period of short term unprofitability. The agency has issued policy 
directives to field staff emphasizing the importance of using all available loan mak- 
ing and servicing authorities to assist financially stressed producers. Through exten- 
sion of repayment terms when making new loans, release of commodity sales pro- 
ceeds, and modifying repayment terms of existing loans, FSA is working to help 
farmers maintain their businesses. 

Question 40. Outreach and demand for mediation — Do you think producers 
are aware of the USDA loan programs? What is the Department doing to reach out 
and counsel producers? Have you seen an increase in interest for state mediation 
program services or states looking to start or expand their programs? 

Answer. In 2008, FSA Farm Loan Program (FLP) launched a comprehensive pro- 
gram marketing initiative. This ongoing effort requires every state to have a FLP 
marketing coordinator and a state marketing plan; and every service center with a 
credit presence to have a local FLP marketing plan. 

This Farm Loan Program Marketing initiative compliments the already existent 
Outreach and program education efforts of the Farm Service Agency. Each state and 
territory is required by FSA to designate a State Outreach Coordinator and County 
Outreach Coordinators. National Office of External Affairs staff work with the state 
and county Outreach Coordinators to craft state-specific outreach plans that outline 
how best to strategically leverage ESA resources to ensure that constituents are 
well-informed about and able to access FSA farm and loan programs. These out- 
reach plans detail general outreach efforts as well as targeted outreach efforts, 
which are devoted to increasing participation in FSA programs by populations 
deemed by congressional statute to be “socially disadvantaged.” 

As a result of the coordinated efforts of Farm Loan Program staff and state and 
county outreach coordinators, FY 2009 saw over 40 percent of direct Farm Oper- 
ating Loans go to new applicants — farmers who did not have an FSA loan the pre- 
vious year. In FY 2010, the amount of new applicants increased to over 45 percent. 
In FY 2010, total loan demand has also risen 30 percent, and many requests are 
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from new borrowers. These trends are not only indicative of the current credit chal- 
lenges facing American producers, but are also indicative of an increasing public 
awareness of FSA loan programs, as well as facility with accessing these programs. 

It is also important to note that once producers accesses FSA Farm Loan pro- 
grams, that producer will benefit from on-going technical assistance from FSA Farm 
Loan Staff (if she or he accesses credit through the direct loan program — producers 
who receive a guaranteed loan will work directly with the lending establishment in 
question). FSA works with each direct loan borrower to develop an assessment of 
their farm business, and conducts annual updates to help borrowers identify areas 
where improvement is needed. Some borrowers are required, as a loan condition, to 
complete a financial management training program. FSA staff also meets with new 
and financially stressed borrowers to review and analyze the past year’s business 
and develop a business plan for the coming production cycle. FSA’s goal is to help 
borrowers progress and move to commercial credit. 

The State Mediation program demand varies by state, agricultural sectors and 
economic trends. Although we do not have 2010 data reported to date, we would 
fully expect demand to rise in certain states due to economic conditions in certain 
sectors such as dairy, hogs, and poultry. The request for mediation services has been 
consistently strong in the 35 states that have established USDA Certified Mediation 
Programs. Two additional states (Pennsylvania & Idaho) have been certified as new 
states for mediation in 2010. 

Title VI — Rural Development 

Question 41. Microentrepreneurship Assistance Program — When can we ex- 
pect to see the regulations published for the Rural Microentrepreneurship Assist- 
ance Program? What did your Department take from the public comment period to 
construct regulations to meet the unique needs of small business startups in rural 
areas? 

Answer. Rural Microentrepreneur Assistance Program — The Interim Final Rule 
was published in the Federal Register on May 28, 2010 and the NOFA on June 3, 
2010 . 

All changes to the rule resulting from public comments are explained in detail in 
the preamble of the Interim Final Rule. 

Question 42. Definition of “rural” — The 2008 Farm Bill directs the Department 
to report on the various definitions of “rural” it uses by next month and to assess 
the impacts these definitions have on program delivery. Can you give us an idea 
of what you have found so far, particularly if you think the varying definitions of 
the term is causing problems with targeting loans and grants where they are most 
needed? 

Answer. Any targeted program is apt to create difficult boundary issues, and the 
various 2008 Farm Bill definitions of “rural” are no exception. The difficulties typi- 
cally arise with regard to communities that “look and feel” rural but that fall on 
the wrong side of an arbitrary line drawn on the basis of geographic location, in- 
come, or population size. These issues are of course not unique to rurality; any 
means tested program, for example, will face similar issues related to the appro- 
priate definition of income. 

The challenge is therefore not to identify problems with the current definition. 
That is easy. The real challenge is to devise some other definitional scheme that 
reduces or at least simplifies these issues, given the reality that the boundary issues 
are unavoidable. We are continuing to study these issues. 

Question 43. Section 502 Housing funding — Mr. Secretary, although Rural De- 
velopment’s housing programs are not authorized in the farm bill, many constitu- 
ents in my district are concerned about the funds for the Section 502 Single Family 
Housing guaranteed loans running out before the end of the month. This is one of 
the few programs out there able to help people finance home buying since the pri- 
vate lenders aren’t lending in rural America. Why have the funds run out so soon 
and what ideas does the Department have to keep this program going? 

Answer. The reason why funding for the Section 502 Single Family Housing Guar- 
anteed Loan Program (SFHGLP) will run out so soon is due to the unprecedented 
increased demand for mortgage financing resulting from the housing crisis. In the 
current economic climate, private sector lenders are reluctant to make home loans 
in rural American without government backing and the SFHGLP has filled a void 
in the availability of mortgage credit. The SFHGLP has been very successful with 
delinquency and foreclosure rates lower than other mortgage industry participants. 
The USDA supports legislation in which the SFHGLP guarantee fee structure would 
make it subsidy neutral, meaning the program would collect enough in fees to fully 
offset estimated losses resulting from new guarantees and not require further appro- 
priation of budget authority to continue serving rural America. In addition, ample 
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funding is available under the Section 502 Single Family Housing Direct Loan Pro- 
gram (SFHDLP) to provide homeownership opportunities to low and very low in- 
come households. 

Question 44. Regional Innovation Initiative — Mr. Secretary, can you please 
talk about how you envision a proposed Regional Innovation Initiative working with 
existing rural development programs? Do you expect this approach to he locally- 
driven, state driven, or from the top-down here in Washington? What is lacking in 
current RD programs that you think would he solved hy moving to a regional ap- 
proach? 

Answer. We fully expect and encourage the regional innovations to he driven at 
the community and regional level. For example, in one of our current funding an- 
nouncements, the program is encouraging regional innovation strategies around re- 
gions and projects self-defined by the applicant. USDA only provides broad areas of 
interest, such as access to capital or renewable energy. \^at has been lacking in 
current RD programs is that they are mostly project-hased and individual in nature. 
By implementing our rural development programs in a more regional approach 
based on locally developed, comprehensive strategic plans. Rural Development can 
first work with a region on identifying its needs or issues, establish priorities, and 
determine what program linkages and sequences that need to take place to address 
those needs. It can also encourage broader community involvement and “buy-in” 
critical to long-term, sustainable development. 

Question 45. Regional Innovation Initiative — What’s different between your 
regional approach and the Empowerment Zone/Enterprise Community Initiative, 
first authorized in the 1990s, or the Rural Economic Area Partnership Zones, which 
began in the same time frame and was reauthorized in the 2008 Farm Bill? Does 
your regional approach propose to utilize these programs or replace them? 

Answer. The regional approach uses many elements of the Empowerment Zone/ 
Enterprise Community Initiative (EZ/EC), such as the emphasis on creating part- 
nerships and community-led strategies. The Rural Economic Area Partnership 
Zones (REAP) were somewhat of a precursor to our Regional Innovation Initiative. 
The REAPS are mostly multi-county in scope, and encourage participants to develop 
a common strategic plan around a locally defined set of priorities. What is different 
is that the EZ/EC program targeted specific census tracts based on a poverty or out- 
migration criteria. EZ/EC had both urban and rural components, and while census 
tract-based designations worked for urban areas, at times they proved to be more 
problematic for rural areas in that they led to disjointed, or “un-natural” looking 
area boundaries. For example, some designations included of 3-6 counties, with 
some only having one Census tract in the designation. Our regional strategies will 
focus on the county level, the most consistent governmental unit for rural areas. We 
are currently reviewing policies for our programs that will place a more targeted 
emphasis on specific areas of need like the EZ/EC Initiative did, but will do so at 
the county level. Broad community participation at the grassroots level and locally- 
driven priorities, a cornerstone of the EZ?EC Initiative, is being considered as an 
element of our regional approaches. 

Question 46. Regional Innovation Initiative — How would population thresholds 
that currently apply to rural development programs work under a regional ap- 
proach? Would a regional area be ineligible for programs it contained one or more 
cities above the population limit for a given program, even if the surrounding rural 
areas qualified? 

Answer. The Regional Innovation Initiative does not propose to change the popu- 
lation limits of the current programs. While a regional plan may include larger com- 
munities, the recipient of any recipient of dollars from a Rural Development pro- 
gram will need to meet current eligibility requirements. As long as the program dol- 
lars and projects do not occur in jurisdictions above the population limit, the rest 
of the region under the population limit is eligible. 

The United States Department of Agriculture (USDA) through Rural Development 
identified strategies that offer promise to maximize on the benefit of the strong local 
market while at the same time taking a systems approach to capture the supply 
chain activity linking regional clusters. By focusing on the Secretary’s Five Pillars 
of prosperity for Rural America, USDA is positioning Rural America to become more 
innovative and competitive in regional and global markets. 

Now more than ever, metropolitan economic activity stands to gain market share 
by tapping into the natural and human capital resources of Rural America and ad- 
vance industry cluster activity by transforming from cost-based strategies to quality- 
innovation strategies that are more productive and can support higher wages. 

There is a beneficial interest between metropolitan centers and rural communities 
in the active support of regional industry cluster activity. An example of this is the 
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recent impacts on the automobile industry which raised the awareness of the link- 
age between automobile production to marketing, sales, and land use and supply 
chain activity. 

USDA through its initial work recognizes the rural-urban linkages in a global 
economy and recognizes that a greater policy focus and more attention should given 
to local variations which cannot be done in isolation of the wider dynamics of na- 
tional and international economic activity. 

Question 47. Regional Innovation — Some rural development specialists believe 
regionally-based rural development is long overdue. What are your views on region- 
ally based rural development? 

Answer. From my experience as Governor, I have seen firsthand the value of a 
place based regional approach to community and economic development. Of course 
we are not taking a Department wide position that regionalism is the answer to all 
problems. We do however recognize that in some communities we only have to sup- 
port a project while in other communities they are struggling with developing an 
economic strategy that requires a regional approach in order to connect to the re- 
gional economic activity in their area. The current research points to the value of 
regional planning, collaboration, partnership and leverage of resources. 

Many rural communities have already coalesced to take a more regional approach 
to common problems and issues. Education and the consolidation of schools into In- 
termediate School Districts, regional transportation authorities, and regional hos- 
pital centers are a result of market forces and increasingly scarce resources. Com- 
munities are learning they need to leverage resources, and the approach to rural 
development needs to be more regionally-oriented to assist rural communities in col- 
lectively addressing these market forces. In terms of market-based economies, they 
have long been regional in scope. Many Rural Development programs have long 
been tethered to either a community or a county as the geographic basis for funding 
and projects. The move to regionally-based development will promote growth in 
many rural areas. 

Question 47a. Is there value in viewing regional food systems as a viable, long- 
term opportunity for rural development? 

Answer. Regional food systems are just one of many viable economic strategies for 
rural development. More importantly, they are grounded in keeping the dollars in- 
volved in food production, marketing, and consumption more local in scope to direct 
the benefits of these activities to the communities involved. While most Rural Devel- 
opment programs do not directly fund agricultural production they can fund many 
of the key components of a regional food system, such as the processing and delivery 
of the food products, and even the markets or stores that sell them. 

A clear trend in all parts of the food system is greater concentration of ownership, 
which means that decisions affecting communities are increasingly made by absen- 
tee business owners. Mergers of chain supermarkets often result in the closure of 
stores, thereby lowering the teix base and employment. Another trend, vertical inte- 
gration, leads to increased consolidation of different activities such as food produc- 
tion, processing, and distribution under the control of single entities. While there 
is little doubt that this “industrial” food system will remain dominant and play a 
vital role in rural economies, more communities and regions are acting to resolve 
some of these issues by developing alternative, local, and sustainable food systems. 
Significant activity is already occurring around the country on regional food sys- 
tems. There are many area-wide economic development plans that incorporate food 
production, processing, wholesale, retail, and waste management activities as well 
as consideration of the impacts these activities have on the local and regional econ- 
omy in terms of jobs, tax and sales revenues, and multiplier effects. Also important 
is that regional food systems are a means or mechanism for establishing urban-rural 
linkages critical to a vibrant regional economy by collectively considering the needs 
and impacts of the rural sources of food and the more urban areas where it may 
be consumed. 

Question 48. Population limits — Are the limits for population in current law 
adequate for administering Rural Development programs? If not, how do you think 
they should be changed? 

Answer. For many Rural Development programs, the population limits have not 
presented a challenge. However, for some programs, as demographics have shifted 
in the U.S. and the scope of needs may have changed, the current population limits 
may no longer be valid. This may inhibit USDA’s ability to serve areas that still 
consider themselves “rural,” and are not connected to the more urban-based pro- 
grams. In promoting regional initiatives, these population limits may also inhibit 
the development of the urban-rural linkages that may be critical to that region’s 
success. The population limits should be reviewed not on a program by program 
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basis, but rather in a comprehensive review of both USDA and other Federal pro- 
grams with population limits to address gaps and impediments in program delivery. 

Question 49. Status of Loan Portfolio — What is the status of Rural Develop- 
ment’s loan portfolio given the economic downturn? Are payment delinquencies and 
default rates rising? Are some programs performing better than others in this re- 
gard? 

Answer. As a lending agency with a portfolio of more than $130 billion, we have 
of course seen some impact from the recent recession. With regard to the housing 
crisis, however, it is important to note that much of rural America did not experi- 
ence the housing bubble that affected many urban and particularly coastal markets; 
rural America did not ride the roller coaster up, and it has been less affected by 
the downturn. In addition, due to our prudent underwriting standards and prompt 
intervention with and servicing assistance to troubled borrowers, our portfolio has 
performed adequately. 

Question 50. Broadband — What is the status of the regulations for the 
broadband loan program? How has this program integrated with the sizable amount 
of Recovery Act funds provided for broadband deployment? 

Answer. The regulations for the 2008 Farm Bill broadband program are in their 
final stages of redevelopment. Through our experience with the Recovery Act 
broadband program, we have had the opportunity to publish two Notices of Funding 
Availability and have learned a tremendous amount regarding delivery of 
broadband service to unserved and underserved rural communities. The lessons 
learned through the Recovery Act program can be used to enhance our 2008 Farm 
Bill regulations. For example, we have been able to process an unprecedented num- 
ber of applications within a short timeframe. We hope to incorporate some of the 
streamlined processes used in the Recovery Act program to reduce application bur- 
den and shorten the timeframe between loan application and approval in our 2008 
Farm Bill program. We are also looking for ways to ensure a bridge between Recov- 
ery Act and farm bill funding. Our goal is to publish the 2008 Farm Bill broadband 
regulations as soon as possible. 

Question 51. Broadband — How do you envision the landscape for broadband de- 
ployment in rural areas after the Recovery Act financing is expended at the end of 
this fiscal year? How will you provide loan servicing for so many projects with your 
existing resources? 

Answer. The Recovery Act has provided both USDA and the Commerce Depart- 
ment with the ability to bring broadband service to many rural areas that were 
unserved or underserved. Even with this large infusion of funds, there will still re- 
main many areas that will not have broadband service. These areas will be easier 
to identify when the Commerce Department publishes a National Broadband map 
early next year. Our goal is to assess the results of the Recovery Act broadband pro- 
grams, participate in discussions of the FCC’s National Broadband Plan, and deter- 
mine steps that are needed to realign our programs with the needs of unserved and 
underserved areas. The Rural Utilities Service and Rural Development have exten- 
sive experience in managing large loan and grant portfolios. We are confident that 
we will be able to continue to service our portfolio with our 60 years of experience. 
We are also developing contingency plans to ensure that we protect the taxpayer’s 
investments in all of our Recovery Act programs. 

Question 52. Business Loans — Are you seeing more Rural Business loan and 
grant applicants interested in developing local food marketing and supply chains? 
If so, how are you responding to meet the need? Do you feel additional authority 
in this area would be beneficial? 

Answer. Rural Business and Cooperative Programs (RBCP) have seen an in- 
creased interest in local food, regional food systems, and supply chains. Although 
RBCP have always been available for these purposes. Rural Development (RD) has 
experienced an increase in the number of projects self-identifying as local food/food 
systems and inquiries from customers. There is a direct correlation with the 2008 
Farm Bill, the launching of the Know Your Farmer, Know Your Food initiative, an 
increase in marketing Rural Business programs for these types of activities at the 
state level, and the increased interest from local food marketing and supply chain 
applicants in RBCP programs. 

To meet the increased interest, RD has been actively participating in outreach ef- 
forts to assist prospective applicants become familiar with RD programs. In addition 
to developing program materials, RD staff members have participated in numerous 
meetings, workshops, and webinars with groups and individuals interested in local 
food systems. RD staff members have also participated on the Know Your Farmer, 
Know Your Food team. Through publications, meetings, and other media, the Agen- 
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cy has worked to make the availability of program funds known to the public, as 
well with working with the public to overcome any obstacles to accessibility. 

The current authority is adequate for this initiative. 

Question 53. Business Loans — ^Are rural lenders still willing to participate in the 
Business and Industry Loan Guarantee Program given current credit conditions? 

Answer. Yes. We have made commitments for 426 B&I AREA loan guarantees for 
$1.25 billion. In addition to that, we have made commitments for 285 regular B&I 
loan guarantees totaling $748 million as of July 20, 2010. This combined volume 
represents a new obligation record for the B&I program with 4V2 months remaining 
in the fiscal year. We currently have loan applications and preapplications on hand 
totaling over $1 billion; though we expect not all of these loans will be eligible or 
be awarded. 

Question 54. Water and Waste — How much are you able to use the authority for 
loan guarantees on water and waste disposal programs? What changes could be 
made to increase the use of the loan guarantee programs? 

Answer. The program has been authorized to issue up to $75 million in guaran- 
tees annually. Usage of this authority has varied. 


Water and Waste Guaranteed Loan History 


Fiscal Year 

Number of Guarantees 

Total Dollars Obligated 

2009 

3 

$1,996,100 

2008 

17 

$18,402,000 

2007 

7 

$26,003,318 

2006 

3 

$2,5000,000 


One factor impacting the use of the guarantee program is that, under current 
Federal tax law, a federally guaranteed bond is not tax exempt. The Farm Security 
and Rural Investment Act of 2001, Section 6007 (Farm Bill), provided limited au- 
thority to guarantee types of tax-exempt financing for specific types of projects. 
However, this law did not ^ve the customer the ability to accept such tax-exempt 
financing without giving up its tax-exempt status. 

As an example, if a loan guarantee is made to an entity providing tax-exempt se- 
curity, then that entity could potentially lose its tax-exempt authority for that bond 
issue. As a result, there is less interest in the guarantee program than we would 
like from the majority of applicants for Rural Development water and waste financ- 
ing as they are public or municipal bodies with teix-exempt status. 

Question 55. Community Facilities — What types of facilities are getting the 
most funding under the Rural Community Facilities Program account? Are the loans 
going to rural health care facilities, another type of facility, or does it vary? 

Answer. A summary table for FY 2009 is attached at the end of this document, 
see Attached Tables on p. 140, and provides a representative sampling of the Com- 
munity Facilities Program project distribution. 

Title VII — Research 

Question 56. Roadmap — USDA recently released a roadmap for ag research. Can 
you briefly outline that roadmap and how you envision leading into the 21st Cen- 
tury? 

Answer. The roadmap lays out a very aggressive plan to change the way USDA 
science is conducted. In the future USDA scientific research will be focused, 
leveraging other resources and concentrating on select priorities at a large scale to 
produce valued results. What our country produces, how we produce it, and with 
what productivity outcome, determine the availability and, to some degree, cost of 
food, fiber, and fuel. This analysis relies on science to provide answers. Solutions 
to the most intractable problems demand a strong, physical, biomedical, and curi- 
osity-driven fundamental science renaissance. This roadmap lays out such a plan to 
change the way USDA conducts science. 

Question 57. Roadmap and Tribal Extension Program — Have you had a dia- 
logue with the tribes, interested institutions and outside groups about the future of 
the Extension Services on tribal lands? The farm bill called for an analysis of the 
FRTEP and whether it was meeting the needs for Extension services on Indian res- 
ervations. Has this analysis been done? 

Answer. NIFA is working with the USDA Office of Tribal Relations (OTR) on an 
approach that, when implemented, will address the report language, satisfy the 
need for proper consultation and provide NIFA with a fair and accurate analysis of 
extension program needs in tribal lands. To date, a dialogue with the tribes, inter- 
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ested institutions and outside groups about the future of the Extension Services on 
tribal lands has not been completed. 

NIFA envisions and is working on a four phase approach: 

• Gather information from other Federal partners with an interest in Indian 
Country Extension. 

• Convene a design team in conjunction with representatives from tribal lands to 
develop plans and budget for an assessment of the current state of federally 
supported extension services in tribal lands and the extent to which there is 
unmet need and to delineate that need. 

• To implement the needs assessment. 

• To draft a report back to Congress with the results of the assessment. 

NIFA and OTR conducted the first phase on May 4, 2009 — a Federal partner 
meeting. The design team meeting is being scheduled and will include representa- 
tives from the tribes, tribal lands agriculture and Extension. The design team meet- 
ing requires considerable planning since it involves the needs of 500 tribes. 

Question 58. FRTEP — It is our understanding that not all of the programs that 
had been receiving funding under FRTEP before passage of the farm bill submitted 
successful applications for the competition that was held after the farm bill passage. 
Can you tell us the results of that competition? 

Answer. FRTEP (formerly known as the Extension Indian Reservation Program) 
was authorized in the 1990 Farm Bill and has been funded since 1991. This pro- 
gram supports Extension agents on large American Indian Reservations and Tribal 
jurisdictions to address the unique needs and problems of American Indian Tribal 
Nations. The program is administered through the USDA National Institute of Food 
and Agriculture (NIFA). Currently, there are 28 funded projects serving federally- 
recognized tribes on 37 Reservations or tribal communities. 

Section 7403 of the Food, Conservation and Energy Act of 2008 designated all pro- 
grams funded under Smith-Lever 3(d), including FRTEP, as competitive. Eligibility 
is designated for 1862 and 1890 land-grant institutions. A requirement for competi- 
tion was not included in the original FRTEP legislation. 

In response to the 2008 Act, NIFA implemented a competitive selection process 
in FY09 to make new awards for 4 year continuation grants. Based on the applica- 
tions received, three existing projects — University of Arizona, Navajo Nation, Win- 
dow Rock; New Mexico State University, Zuni; and New Mexico State University, 
Jicarilla Apache — were not recommended for funding by a peer panel. The USDA 
REE Under Secretary directed that $120,000 be made available in FY09 to support 
the three existing projects not funded through the competitive process. As a result, 
all applicants were funded. 

Question 59. Under Secretary for REE — Can you tell us how soon a new Under 
Secretary for Research, Economics and Extension will be named? 

Answer. Dr. Catherine Woteki, USDA’s nominee for Under Secretary for Research, 
Economics, and Extension, is a distinguished nutritional epidemiologist who has 
held senior positions in academia, the United States government, and in business. 
We are delighted to have her join the USDA team to enhance our success in improv- 
ing the lives of farmers, ranchers and those living in rural areas of our country. 

From 1997-2001, Woteki served as the first Under Secretary for Food Safety at 
USDA, overseeing the Food Safety and Inspection Service and the U.S. Govern- 
ment’s Office for the Codex Alimentarius Commission, and coordinated U.S. Govern- 
ment food safety policy development and USDA’s continuity of operations planning. 
She worked for 2 years in the White House Office of Science and Technology Policy 
where she co-authored the Clinton Administration’s policy statement, “Science in 
the National Interest,” and served as the Deputy Under Secretary for Research, 
Education and Economics in the USDA. From 2002-2005, she was Dean of Agri- 
culture and Professor of Human Nutrition at Iowa State University, where she also 
was the head of the Agriculture Experiment Station. 

Since 2005, Woteki has served as Global Director of Scientific Affairs for Mars, 
Inc., a multinational food, confectionery, and pet care company. In this role she has 
managed the company’s scientific policy and research on matters of health, nutri- 
tion, and food safety. 

Dr. Woteki appeared before the Senate Agriculture Committee at her confirmation 
hearing on May 27th. She awaits Senate action. 

Question 60. REEO — How has the new REEO organization been received? Is it 
still in place? 

Answer. The Research, Education, and Extension Office (REEO) board was estab- 
lished by the previous Administration in 2008 following passage of the farm bill. 
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They conducted many stakeholder meetings and contributed to the production of the 
roadmap for USDA Science that was recently presented to Congress. 

USDA takes very seriously the coordination of science and technology in the de- 
partment. The Department began as a science mission agency and since 1862 
science continues to be an important component of nearly every enterprise at Agri- 
culture. Ensuring science informs policy and program decisions across the Depart- 
ment demands close coordination and cooperation. In the Food, Conservation, and 
Energy Act of 2008 Congress provided an excellent framework for this coordination, 
directing the establishment of the REEO. 

In the same legislation. Congress reaffirmed the need to coordinate agricultural 
research through establishment of the position of Chief Scientist at USDA, whose 
responsibility also includes oversight of the overall science enterprise in the Depart- 
ment. To best ensure that the Chief Scientist has access to the expertise envisioned 
in creation of REEO, I took the action of having the REEO staff assigned to coordi- 
nate science portfolios that will continue to carry out those duties as senior advisors 
reporting to the Chief Scientist. Establishing the office does not incur additional 
costs to the Department yet continues to meet the intent of the establishment of 
the REEO board. 

Question 61. AFRI and competitive funds versus earmarks — One of the big- 
gest challenges we face in research is that agriculture has often not spoken with 
one voice and groups have sought individual earmarks instead of pushing for more 
general ag research dollars. Do you think this has changed given the new limita- 
tions on earmarks? Do you think the new AFRI program has helped unify ag groups 
on ag research? 

Answer. NIFA is shaping AFRI programs to meet important societal challenges 
for the nation by bringing together interdisciplinary groups of researchers, as well 
as formal and extension educators, to solve problems. In this way, AFRI is helping 
disciplinary interest groups to see how working together on issues of common inter- 
est will support disciplinary-based work while creating value for the public. For ex- 
ample, effectively addressing food safety issues requires microbiologists, animal sci- 
entists, economists, engineers and a range of others to work together. The 2010 
AFRI requests for applications are offering large grants for this kind of interdiscipli- 
nary work and the applicant community is responding favorably. This is direct evi- 
dence that the new AERI program is bringing together different disciplinary interest 
groups. In addition, AFRI is also offering smaller grants for more traditional, dis- 
ciplinary-based research to continue building a foundation of knowledge to address 
current and future problems. We believe that this approach has had a positive effect 
on many agriculture groups and in fact has reduced the number of earmark re- 
quests. 

It should be noted, however, that in creating programs with focus, scale and im- 
pact we have not been able to meet all recognized needs. In the case of food safety, 
this year we support research, education, and extension focused on E. coli in beef 
and foodborne viruses. We also support research on Salmonella and other pathogens 
through the AFRI foundational programs. Climate change programs in 2010 have 
been limited to specific agricultural systems of cereal grains, southern conifers, and 
swine or poultry. 

In summary, agricultural organizations and disciplinary-based groups have real- 
ized that their interests are addressed, to the extent possible given limited re- 
sources, through AFRI programs focused on supporting basic research, and espe- 
cially through those focused on solving societal challenges. This new type of collabo- 
ration has already begun to change the research, extension, and educational work- 
ing relationships and capacity building within and between institutions and exter- 
nal organizations. This should result in a greater degree of support for the AFRI 
program and the continued reduction in earmarks. 

Question 62. AFRI — How has AFRI been received? Has there been a lot of inter- 
est in the new authority? 

Answer. The AFRI program has undergone substantial change in FY 2010. While 
many potential applicants have embraced this change, others have expressed frus- 
tration at the magnitude of the changes. However, most applicants are finding that 
opportunities still exist in their interest areas. The change in AFRI has been to cre- 
ate programs of focus and scale to achieve impact and solve problems. This typically 
calls for interdisciplinary groups of researchers as well as formal and extension edu- 
cators. Many are recognizing this opportunity and seeking out information and 
showing interest in participating in interdisciplinary teams applying for grants. As 
direct evidence of interest, our Requests for Applications have been downloaded 
thousands of times and the online webinars about the AFRI programs were viewed 
more than two thousand times since being posted on March 23, 2010. Many AFRI 
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programs require a letter of intent and we have received 1,523 letters as of July 
20, 2010. This puts AFRI on a pace to receive slightly more applications this year 
than last. This would, however, represent a dramatic increase in the number of sci- 
entists and educators involved since many more of our programs will support multi- 
disciplinary and multi-state teams of scientists. New support for direct extension 
and educational projects is creating new interest of professionals working in these 
areas, who previous had not felt that there were specific opportunities for them. 

Question 63. Ag research — We often hear ag groups want ag research to similar 
to NIH. How do you think we can make that happen? 

Answer. Congress has taken an important first step in creating the National Insti- 
tute of Food and Agriculture (NIFA). This name clearly communicates to the sci- 
entific community, industry and the public the mission of the agency and its scope 
of responsibility and begins to bring greater visibility and recognition for what is 
being accomplished. NIFA is changing in many ways to follow the successful NIH 
model. We have a new emphasis on pre- and postdoctoral fellowships in AFRI which 
now are offered in a NIFA Fellows program. This is similar to the NIH Fellows pro- 
gram. We have moved to support larger grants, as NIH does, to reduce the repeated 
application process for productive scientists. We are also currently evaluating the 
advantages of creating sub-institutes within NIFA, similar to the NIH model, to 
bring focus and facilitate better coordination of our programs. 

Question 64. Extension Service — Have you and your staff had any discussions 
about the impact of state and local government cuts to Extension Service funding 
across the country? Any ideas on how to ensure the wealth of knowledge isn’t lost? 

Answer. Individual staff members have been in discussions with land-grant uni- 
versity extension personnel. In addition, some Cooperative Extension Service (CES) 
personnel have presented seminars at NIFA, which allowed for direct question and 
answer interactions. 

States across the U.S. are finding it necessary to reduce or eliminate Extension 
programs at the state or local level in response to shrinking budgets. These cuts are 
also diminishing the capacity for CES to deliver knowledge-based solutions to cur- 
rent problems in rural, agricultural, and urbanizing communities. Minnesota’s an- 
swer to this dilemma, for example, is to drastically reduce staff and move into fo- 
cused multi-disciplinary teams with specific industries like dairy and horticulture. 
In essence, state extension personnel now do a few things well while letting others 
fall by the wayside. 

Fee-for-service is a common practice and increasing the number of these services 
could generate some income, extension is another tool being used to ensure that the 
wealth of knowledge is not lost. By providing free and open availability of informa- 
tion to the public, extension is one way to ensure that information is more widely 
disseminated and used. However, because extension distributes information freely 
on the Internet, there is no easy way to capture any revenue or even attribute credit 
to the Land-Grant University that developed the content. 

The opportunity exists to re-examine program priorities within CES and focus on 
a smaller number of critical issues. A major challenge, however, is achieving align- 
ment between Federal research, education, and extension priorities and needs at the 
state or local level as viewed by CES. Where that alignment occurs, new or ex- 
panded Federal competitive grant opportunities that provide funding for extension 
and outreach programs can supplement state or local budgets. On the other side, 
where alignment does not exist, shrinking state and local budgets will result in loss 
of critical programs. Furthermore, when Federal priorities are created that don’t 
align with those of CES, it’s possible that those Federal programs will not achieve 
the intended level of impact since they will not have access to the land-grant univer- 
sities’ unique knowledge-delivery system. 

Availability of competitive funding that supports extension or an integration of ex- 
tension and research activities may be one solution to the growing problem. Moving 
forward, Federal and CES planning and visioning efforts need to focus on achieving 
critical alignment of goals and expectations that facilitate effective problem solving 
in rural, agricultural, and urbanizing communities. 

4-H National Headquarters of the Families, 4-H, and Nutrition (F4HN) unit has 
monthly calls with the state 4-H program leader regional representatives. The Di- 
rectors Working Group, composed of six Extension Directors has also had this as 
a topic. At regional 4-H program development meetings and the national state 4- 
H program leaders’ meeting this past March, this topic has been discussed. Points 
that have been shared include how institutions are re-structuring programming and 
personnel to meet the programmatic demands. Leveraging of resources both of per- 
sonnel and dollars are being explored. Surveys of program development fees are 
being initiated between land-grant institutions via a state 4-H program leader list 
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serve. On a Federal level, program staff is encouraged to solicit and develop rela- 
tionships with other Federal agencies to leverage resources for the land-grant exten- 
sion system. From a 4-H Youth Development perspective, a concentrated effort to 
be engaged with extension is occurring. 

Question 65. Specialty Crop Research — The Specialty Crop Research Initiative 
(SCRI), initiated in the 2008 Farm Bill is seen by many specialty crop producers 
as very successful, bringing a multidisciplinary teamwork approach to problem iden- 
tification; research planning and execution; and extension/outreach activities to help 
ensure that growers truly are the ultimate beneficiaries of the available funding. 
Will the department have any recommendations regarding the SCRI in the 2012 
Farm Bill? 

Answer. USDA will conduct an external review of SCRI later this year. Following 
that review and based on its results, the Department may formulate some rec- 
ommendations for the program for the next farm bill. 

Question 66. Specialty Crop Research — During a recent NIFA stakeholder 
meeting, some stakeholders expressed concern that the current Agriculture and 
Food Research Initiative (AFRI) discourages the involvement of the plant science 
community in identifying priorities and facilitating recognition of the best science 
while also failing to maintain the broad base of research necessary support the agri- 
cultural diversity of the United States. The SCRI provides an excellent model for 
collaborative involvement of the plant science research and grower communities, not 
only as a way to identify appropriate “priorities and the best science” but also to 
ensure that the work, even in its most basic form, will yield positive benefits for 
U.S. agriculture and dividends for the world. Has the department considered apply- 
ing the SCRI planning, research and outcome delivery model more broadly to other 
NIFA programs in the coming farm bill? 

Answer. Rather than wait for the next farm bill, NIFA is actively working to sys- 
tematically engage scientific, producer and public interest groups to inform the 
structure of our programs. For example, in April of 2010, NIFA participated in a 
multi-day workshop focused on needs and concerns related to agricultural animal 
health and disease. Later that same month, NIFA engaged stakeholders interested 
in plant biology, plant diseases and pests with a workshop in Washington, D.C. In 
each of these workshops participants had the opportunity to submit written com- 
ments and make oral presentations about needs they have identified. NIFA staff led 
discussions of these issues to clarify needs and in the case of the plant and pest 
biology workshop, reported out about how input received in a previous workshop 
had been used to shape agency programs. Such general sessions are used to inform 
all NIFA programs. 

We also hold targeted workshops and listening sessions for specific programs. For 
example, we recently published a Federal Register notice announcing a listening ses- 
sion in Washington, D.C. to gather input for the FY 2011 AFRI program. Since not 
everyone can travel to Washington, we will also be accepting written comments and 
hosting a series of webinars to gather additional input. It is our experience that the 
range of identified needs will be large and it is the responsibility of NIFA to deter- 
mine the best uses for the limited agency resources available. While spreading re- 
sources thinly over a large number of issue areas may make all interested parties 
feel they have been heard it could also have the opposite effect, and, it is not proven 
effective in resolving problems. NIFA will carefully analyze all stakeholder input to 
identify areas that provide the best scientific opportunity for producing impact and 
solving problems. Concomitantly, to minimize duplication and identify areas for col- 
laboration, NIFA will continue to evaluate the activities of other Federal agencies. 
We will also weigh information from the National Research Council and other au- 
thoritative sources in determining the most advantageous use of limited resources. 

Title VIII — Forestry 

Question 68. FS Coordinating Committee — One of the small but important 
things we accomplished in the farm bill was setting national priorities for 
forestland, and creating the structure to carry out those priorities in a cooperative 
way between Federal and state entities, forestland owners, and the forestry commu- 
nity. This seems simple enough but I’m puzzled by why it is taking the Forest Serv- 
ice so long to select members of the Coordinating Committee mandated in Section 
8005? The committee is a fundamental piece to evaluating the state assessments to 
carry out the national priorities, so it seems that we have a bottleneck until those 
positions are filled. Your appendix says the charter was signed well over a year ago, 
and you have 45 applicants to fill about a dozen slots. What is the hold up? 

Answer. The naming of the members of the Forest Resource Coordinating Com- 
mittee is moving forward. The original charter called for a meiximum of 20 mem- 
bers, but with the wide range of diverse interests who wish to advise the Secretary 
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of Agriculture on private forestry matters, the Department has decided to consider 
additional potential applicants. This entails amending the original charter and al- 
lowing time for additional applications to be submitted and subjected to background 
checks. The charter should be amended by July, the committee members appointed, 
vetted and notified by September, and a first meeting held by December. 

Question 69. Managing Stands of Dead Trees — It is my understanding that the 
state of western forests due to bark beetle kill has moved into a new phase. With 
few means to save trees, the focus is now on managing the vast areas of dead trees 
and the risks they create for fire, watersheds, and public safety. Please provide an 
explanation of how you plan to meet these challenges in the national forests and 
the affected areas that surround them. 

Answer. Regions 1, 2 and 4 are all experiencing various phases of infestation and 
collectively have made significant investment over the last several years to address 
the bark beetle infestation. In 2010 across these three Regions, an additional $67 
million has been invested for management efforts to mitigate the bark beetle infes- 
tation in the high priority and high use areas (Table 1). These investments will en- 
able the regions to better provide access to most recreation sites, priority roads, and 
reduce hazardous fuels around communities. Health and Safety is a major focus of 
these investments. 

The Rocky Mountain Region is spending $35 million on the most heavily impacted 
forests (Medicine Bow-Routt, White River and Arapaho Roosevelt National Forests). 
An additional $5 million is allocated for accomplishing insect and disease mitigation 
on the western slope and southern Colorado, the Shoshone National Forest in Wyo- 
ming and the Black Hills National Forest in South Dakota. 

The Northern Region is also spending $17.5 million on the most heavily impacted 
forests (Helena, Beaverhead-Deerlodge, Lewis and Clark, Bitterroot, Lolo Nez Perce 
and Clearwater National Forests). Infestation affects the states of Idaho and Mon- 
tana. 

The Intermountain Region is spending over $9.3 million on the Forests in South- 
ern Idaho (Boise, Caribou-Targhee, Salmon-Challis, Sawtooth, and Payette National 
Forests). The Region is also in the beginning planning phases of performing some 
much needed right-of-way corridor/facility hazard tree removal efforts across the 
Bridger-Teton National Forest in Southwestern Wyoming. High priority Wildland 
Urban Interface areas, across the entire Region, will be targeted for hazardous fuels 
reduction work. 

The following tables display how funds are being allocated and spent in 2010 
within current capacity. 


Table 1. FY 2010 Additional Funding Allocation to Western Bark Beetles 


Branch/Activity 

Funding Amount ($000) 

Region 1 

Region 2 

Region 4 

Hazardous Fuels Reduction 

$1,367 

$23,104 

$763 

Recreation (trails, rec sites, etc.) 

$0 

$6,988 

$641 

Roads 

$11,768 

$9,002 

$1,445 

Noxious Weeds 

$0 

$906 

$0 

Vegetation and Watershed Mgt. (Weeds, Watershed 
restoration, thinning, Forest Management) 

$4,296 

$0 

$6,465 

Forest Health Protection (targeted on special sites) 

$25 

$0 

$0 

Total 

$17,500 

$40,000 

$9,314 


Table 2. FY 2010 Projected Accomplishments for Table 1 Investment Within Current 

Capacity 


Accomplishment/Activity 

Estimated (Acres, Miles, Etc.) 

Region 1 

Region 2 

Region 4 

Wildland Urban Interface Fuels Reduction 

Road Hazard Mitigation 

Trails 

Recreation Site Hazard Mitigation 

Vegetation and Watershed Management 

13,900 Acres 
280 Miles 
210 Miles 
205 Sites 
20,000 Acres 

11,400 Acres 
266 Miles 
79 Miles 
185 Sites 

2,777 Acres 
107 Miles 
198 Miles 
1 Site 
21,324 Acres 


More specifically, the regions are implementing the following: 
Recreation: 
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Rocky Mountain Region — The vast majority of recreation sites within the bark 
beetle area will remain open. Of the 223 recreation sites (campgrounds and day use 
sites) eight will be fully closed, nine will be partially closed and 21 will have a de- 
layed opening. The Region is coordinating with ski areas on timber settlement sales 
and ski area vegetation plans in light of beetle mortality. We are working closely 
with the ski areas to aggressively address the hazard trees within their permitted 
boundary. The Region is prioritizing motorized trail work throughout the beetle im- 
pacted area — over 90% of the hazard tree removal work will be done on motorized 
trails. 

Northern Region — All of the 828 recreation sites (campgrounds and day use sites) 
within the bark beetle area will remain open unless increased infestation and ad- 
vancing stages in decay in currently dead trees require temporary closure until the 
hazards can be mitigated. Priority is being given to pre-season hazard tree removal 
and public education. While some dead trees remain, the “Look Up” program is de- 
signed to educate users in identifying potential risks. In 2010, 205 sites have al- 
ready been treated with pre-season hazard tree removal. The Region is coordinating 
with two of the eight ski areas to develop ski area vegetation plans in light of beetle 
mortality. We are working closely with the ski areas to aggressively’ address the 
hazard trees within their permitted boundary. The Region is prioritizing trail work 
throughout the beetle impacted area. Trails with higher use are the priority. Nearly 
4,225 miles of trails are impacted; however, 210 miles are being treated to remove 
hazard trees directly adjacent to the trail. Trail heads are being signed to inform 
users of potential hazards. 

Intermoutain Region — Of the 350+ recreation sites (campgrounds, day use sites, 
and trailheads) estimated to be affected by bark beetle infestations in the Region, 
only a small portion will have to be closed (permanently or temporary) until hazard 
removal is competed for the summer field season. The Region continues to work 
with its permitted ski areas to perform necessary treatments within the permitted 
boundaries. Like the Rocky Mountain Region, the Intermountain Region is 
prioritizing trail work that is needed to be done throughout beetle impacted areas — 
we expect to accomplish a significant amount of this work on the highest use trails 
across the Region. 

Fuels: 

Rocky Mountain Region — Over 11,000 acres of hazardous fuels are being removed 
mechanically with service contracts which will establish up to a 1.5 mile buffer 
around communities and mitigate the threat of catastrophic wildfire and protect wa- 
tersheds at risk. Mechanical treatment, while a more expensive method to treat 
fuels than stewardship contracts, is necessary because of the lack of markets in Col- 
orado for dead trees. The Region will also be completing a watershed/fuel assess- 
ment to identify priority watersheds for future strategy development regarding wa- 
tershed restoration needs. 

Northern Region — Over 13,000 acres of hazardous fuels are being treated with a 
mix of stewardship contracts, service contracts for mechanical treatments (utilizing 
both machine and hand tools) and burning to mitigate the threat of catastrophic 
wildfire and protect watersheds at risk. The Region has completed an Integrated 
Restoration and Protection Strategy to identify priorities needs for watershed res- 
toration. 

Intermountain Region — The Region plans on accomplishing over 2,700 acres 
Wildland Urban Interface (WUI) hazardous fuels reduction in high priority areas 
across Southern Idaho. The Region is also working with its state partners on per- 
forming high priority treatments, as defined by the various state working groups, 
and through the implementation of community wildfire protection plans. 

Infrastructure: 

Rocky Mountain Region — The Region is finalizing the Environmental Assessment 
for powerline hazard tree removal with 14 companies in Colorado and working with 
Carbon Power & Light in Wyoming to implement the powerline hazard tree project 
decision. In addition, we are doing 49 miles of landline location in support of WUI 
fuels treatments. We are working closely with the Federal, state and county high- 
way departments to coordinate over 260 miles of hazard tree removal treatment 
along the primary travel routes (level 2 roads) on the forests. 

Northern Region — The Helena National Forest has begun an EA for powerline 
hazard tree removal forestwide. It is an adaptation of the Rocky Mountain Region’s 
approach and will provide a test case for a regional approach that addresses points 
from recent Northern Region appeals. In addition, we are working closely with the 
Federal, state and county highway departments to coordinate over 280 miles of haz- 
ard tree removal treatment along the primary travel routes (level 3-5 roads) on the 
forests. 
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Intermountain Region — The Region plans on performing over 100 miles of hazard 
treatments along road corridors, as well as almost 200 miles of hazard tree treat- 
ments along trails. We are working with all of our various special uses permit hold- 
ers to implement hazard tree removal projects along all powerline and other utility 
line corridors. Like Region 2, we are working closely with the Federal, state and 
county highway departments to coordinate hazard tree removal treatment along the 
primary travel routes on the affected Forests. 

Noxious Weeds: 

Rocky Mountain Region — The Region is spraying 1,745 acres of noxious weed 
treatments of new infestations along roads where roadside hazard tree removal was 
conducted in 2009. Additionally, we are spraying 740 acres of high value recreation 
sites with insecticide to prevent mortality of trees from bark beetle. 

Northern Region — The Region is spra3dng over 1,500 acres of noxious weeds treat- 
ments which are planned to occur along roads and at administrative and rec- 
reational facilities. 

Intermountain Region — The Region is continuing to spray for noxious weeds in 
hazard tree removal areas wherever the need is identified. We are also continuing 
to identify and treat high value recreation sites to prevent mortality of trees from 
bark beetle. 

Public Outreach: 

Increasing public and employee awareness of the health and safety hazards is a 
critical element of the three Regions strategy and our individual actions. We are 
working very closely with the local communities and stakeholders to ensure appro- 
priate signing of roads and trails. Education signs are being posted to remind visi- 
tors they need to be aware of the possibility of falling trees. Forest Service employ- 
ees, concessionaires, contract sawyers and crews are properly outfitted and trained 
when working in hazardous areas. 

In addition, there are some unique outreach efforts taking place. For example: the 
Northern Region has completed a Mountain Pine Beetle public information toolkit 
(including website and hard copy materials) in cooperation with Montana Depart- 
ment of Natural Resources, Montana Fish and Game and the University of Montana 
to inform private owners of the risks and potential treatments. The Region is work- 
ing to expand the public awareness program, similar to that currently used to ad- 
dress risks after a wildfire to educate and inform forest visitors about the need to 
“Look Up — J” as they camp, hike or otherwise recreate in infested areas. Addition- 
ally, work is underway with local stakeholders to ensure appropriate signing of 
roads and trails. 

The Rocky Mountain Region has been working with the Colorado Bark Beetle Co- 
operative (a collection of eleven local county representatives, industry, environ- 
mental groups and other stakeholders to develop and disseminate bark beetle edu- 
cational materials including posters, brochures, website, and table tents for use in 
hotels and restaurants. The Region created a video designed to educate employees, 
contractors and volunteers about working in this hazardous environment. Addition- 
ally, we have developed a series of interpretive panels that will be used throughout 
the impacted area to help visitors understand what is happening to the forest and 
wildlife. The Region has also worked very closely with the Bark Beetle Cooperative 
on emergency procedures in the event of a wildfire. Local public information officers 
from local county, state and Federal agencies routinely work together on emergency 
planning efforts including joint media training and holding public discussions about 
current situations and where and how people can recreate safely. 

All three regions are implementing an aggressive program of work for 2010 in ad- 
dition to doing the necessary planning and layout for 2011 and beyond. 

Title IX — Energy 

Question 70. Biodiesel — Do you think that our domestic biodiesel industry will 
be able to survive if the tax credit isn’t extended by Memorial Day? Are you con- 
cerned that a number of plants won’t resume production, even if something is done 
soon? 

Answer. The President’s FY 2011 Budget proposes to extend the biodiesel tax in- 
centives for the period from January 1, 2010, through December 31, 2011. Both the 
House and Senate have passed bills that provide a 1 year retroactive extension of 
the biodiesel teix incentives. The Administration strongly supports the prompt enact- 
ment of this extension. 

Question 71. Biodiesel — Have you spoken to the industry about any assistance 
that USDA might be able to provide under its programs to help keep plants oper- 
ating? 
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Answer. USDA has several Rural Development Programs that provide funding for 
the development and commercialization of renewable energy sources, including 
wind, solar, geothermal, hydrogen, ocean waves, hydroelectric, biomass, and biofuel 
(ethanol, biodiesel, etc.). We have spoken to the biodiesel industry about USDA pro- 
grams that could provide some limited relief during these very difficult times. How- 
ever, it is very difficult for firms to move forward in their business planning without 
knowing if Congress is going to pass legislation to extend the biodiesel tax credit. 

Question 72. Bioenergy Program/Advanced Biofuel Payment Program — 
USDA published a proposed rule on April 16th that asks for comment on the eligi- 
bility requirement you had for the FY09 funding that did not allow companies with 
51% non-U.S. ownership to utilize the program, despite the fact that they’re pur- 
chasing U.S. commodities to make and sell biofuels in the U.S. I am wondering why 
USDA feels the need to make energy title programs operate just like our rural de- 
velopment programs when there are may be some different goals. 

Answer. The Agency implemented the program consistent with other RBS pro- 
grams. The currently published proposed rule solicits comments concerning this 
issue. The Agency will use the comments to develop the Final Rule. 

Question 73. Biofuels tax credits — This isn’t our jurisdiction, but we are all 
aware of the expired and expiring tax credits for biofuels. If these lapse, what can 
USDA do to help the growers and industry? 

Answer. USDA has several Rural Development Programs that could assist biofuel 
producers to make the transition to other industries. In addition, USDA operates 
several programs that provide price and income support to growers. 

Question 74. REAP — The current REAP rules have not allowed ag producers in 
non-rural areas to participate in REAP. Will this be fixed for the FYIO funding that 
we hope will be going out shortly? This is directly contrary to what the statute says. 
And is there a reason why it has taken longer each year for the REAP funding to 
be made available? 

Answer. For FY 2010, the REAP program requires both agricultural producers 
and rural small businesses be located in rural areas. We are planning to address 
this issue in a Proposed Rule and make the Proposed Rule available for public com- 
ment. 

The timing of REAP funding has been impacted by other 2008 Farm Bill program 
implementation priorities. 

Question 75. Biorefinery Assistance Program — What has been the interest 
level for the Biorefinery Program? Has there been more interest from one segment 
of the industry over another? 

Answer. In anticipation of the Section 9003 Extension Notice of Funding Avail- 
ability for remaining funds from FY 2009 and the FY 2010 Section 9003 Notice of 
Funding Availability, Rural Development has responded to a number of inquiries in- 
volving a broad array of advanced biofuel technologies including — the retrofitting of 
existing facilities to accommodate pretreatment and processing of cellulosic feed- 
stocks (mostly, corn residue and woody biomass) to make fuel ethanol; the construc- 
tion of new facilities for either the biochemical or thermochemical conversion of: pe- 
rennial grasses — switchgrass, reed canary grass, and Miscanthus; energy cane, sor- 
ghum, and/or woody biomass — poplar, hybrid poplar, willow, and silver maple. Rural 
Development has also responded to a number of inquiries that involve biorefineries 
to process oilcrops — oilseeds (camelina) and algae into third generation biofuels (so- 
called, “drop-in” or “pipeline ready” replacement fuels for existing fossil fuels such 
as gasoline, diesel, and aviation fuel). 

Question 76. Biorefinery Assistanee Program — Have you discussed with your 
staff what changes you might suggest to the Biorefinery Assistance Program to 
make it more useful given current credit conditions? 

Answer. Rural Development recognizes the magnitude of the financial exposure 
and risk borne by guaranteed lenders that participate in Section 9003. The use of 
alternative financial instruments to help distribute the risk among a number of par- 
ticipants is being considered. We will also consider changes to the program as a re- 
sult of comments received from the public during the public comment period for the 
proposed rule. 

Question 77. Biorefinery Assistanee Program — USDA has just issued the pro- 
posed rulemaking for the Biorefinery Assistance loan guarantee program. Sec. 9003, 
to assist in the development, construction or retrofitting of commercial biorefineries. 
This program was established in 2008, but has only made two loan guarantees. And, 
as we all know, DOE has not issued a single loan guarantee to a biorefinery. Are 
requirements for loan guarantee programs to evaluate risk of projects too stringent 
for new biofuel technologies? How will administration of the USDA program be dif- 
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ferent than administration of the DOE program? And what will you do to ensure 
that we start getting loan guarantees out to these vital projects? 

Answer. Of the 17 applications to the Section 9003 Biorefinery Assistance Pro- 
gram received in FY 2009, ten were returned to the applicant as “Incomplete” (as 
required by the Section 9003 Notice of Funding Availability) due to the fact that 
there was no lender of record in the application. Rural Development (RD) believes 
these events were unfortunately reflective of the very difficult financial environment 
that all of America was enduring at the time. There was concern in the lending com- 
munity for risk in general, and particularly more so for biofuels projects that in- 
volved significant technology risk. Based on comments we receive from the lending 
community through comments made on the proposed rule, we will consider sugges- 
tions for improving the delivery of this program in the final rule. 

USDA has met with the Department of Energy (DOE) and has a general under- 
standing of the DOE program. To adequately respond, we would need to complete 
a thorough analysis of the DOE program. 

USDA meets with numerous bioenergy companies and various lenders to discuss 
our programs. We are currently training our Energy Coordinators on all of our pro- 
grams including marketing and outreach. 

Question 78. Biobased products and Biorefinery Assistance Program — As 
you know, non-fuel biobased products, such as bioplastics, also made from renewable 
biomass, provide similar benefits to biofuels — such as boosted rural economies, sub- 
stantial job growth, greenhouse gas reductions and reduced use of petroleum. The 
modern biorefinery will need to mimic the petroleum refinery platform in that it will 
produce multiple products and materials from one feedstock. USDA has provided 
some support for biobased materials through programs such as the Biobased Mar- 
kets Program but how can USDA further incentivize these products? Should these 
products qualify for the grants and loan guarantees under the Biorefinery Assist- 
ance Program? 

Answer. The Biorefinery Assistance Program is intended to assist in the develop- 
ment and construction of commercial-scale biorefineries and the retrofitting of exist- 
ing facilities using eligible technology for the development of advanced biofuels. 
Projects where the primary product is an advanced biofuels can produce biobased 
products as a secondary product. Consistent with Congressional intent, preference 
is given to projects where first-of-a-kind technology will be deployed at the commer- 
cial scale. Providing support under the Biorefinery Assistance Program to companies 
that produce biobased materials but do not produce biofuels would be inconsistent 
with the current statutory authority for this program. Furthermore, extending the 
program to include companies that produce biobased products but do not produce 
biofuels with no increase in program funding would reduce the funding available for 
the development of advanced biofuels. 

Question 79. Repowering Assistanee Program — In light of the change in credit 
markets since passage of the 2008 Farm Bill, do you believe that not providing ap- 
plicants for the Repowering Program with any funding until after their project is 
completed to be the best use of the funds provided and the best incentive to get 
plants to undertake repowering projects? Did you consider utilizing the program to 
assist plants in undertaking the repowering, in other words, helping them finance 
the projects since they may not be able to get the financing from third parties? 

Answer. In implementing this program, USDA took into consideration the man- 
agers’ language in the farm bill conference report that encouraged the Secretary to 
consider providing payments over a period of time to assure that the repowering 
projects are operating as intended and that the goals of a reduction in fossil fuel 
usage are being met. We considered many options with the goal of assisting success- 
ful projects. 

Question 80. BCAP — We have heard a lot of concerns regarding the implementa- 
tion of BCAP. Can you explain why the program implemented the way it was? With 
just the delivery payment portion being implemented and not the establish pay- 
ments. 

Answer. On May 5, 2009, a Presidential directive was issued to the Secretary of 
Agriculture to accelerate the investment in and production of biofuels. In response 
to that directive, I announced that we would help lead an unprecedented inter- 
agency effort to increase America’s energy independence and spur rural economic 
development. One of the targets of the Presidential directive was the expedited de- 
livery of the matching payment portion of BCAP as a way to support the nation’s 
biofuel and alternative energy goals. 

In June 2009, USDA published a Notice of Funds Availability (NOFA) for the 
matching payment portion of the BCAP. 
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USDA published a proposed rule for the entire program on February 8, 2010, with 
a public comment period that was open until April 9, 2010. We received over 24,000 
comments and are working to develop a final rule as quickly as possible. 

Question 81. BCAP — Can you please describe who got payments under BCAP? 
What do you see moving forward for this program? 

Answer. BCAP pa 3 Tnents so far have gone to eligible material owners which in- 
clude farmers, loggers, landowners, and aggregators of biomass that delivered eligi- 
ble material to biomass conversion facilities. USDA entered into about 4,600 con- 
tracts with participants who were to deliver biomass to over 460 facilities in 31 
states. The biomass delivered was utilized by a mix of established and emerging in- 
dustries including manufacturers, utilities, fuel pellet makers, and school districts. 

Question 82. BCAP — Creating sustainable feedstocks for a growing advanced 
biofuels industry is vital to meeting the Renewable Fuels Standard enacted by Con- 
gress. The Biomass Crop Assistance Program (BCAP) in the 2008 Farm Bill is a 
promising program that could help a lot of farmers get started growing dedicated 
energy crops, but I have heard from farmers that USDA has been slow to implement 
the establishment payment portion of the program, and that the restrictions and re- 
quirements that USDA has proposed could really hamper its impact. What can 
USDA do to get the establishment part of BCAP up and running quickly? 

Answer. USDA is well on the way to delivering the establishment part of BCAP. 
Moreover, a proposed rule covering matching payments for collection, harvest, stor- 
age, and transportation of eligible material and farm level establishment and an- 
nual payments for eligible crops was published on February 8, 2010. Over 24,000 
public comments were received and we are moving to issue a final rule as soon as 
possible consistent with completion of a Programmatic Environmental Impact State- 
ment. 

Question 83. Renewable biomass definition — The debate seems to be con- 
tinuing over what the best definition is for renewable biomass definition. Do you 
want to wade into this discussion? 

Answer. USDA is responsible for implementing the 2008 Farm Bill in accordance 
of the statutory requirements and definitions. All programs created or modified 
under the 2008 Farm Bill reflect the statutory definition of renewable biomass. 

Question 84. E15 — Has USDA been working with EPA on E15? 

Answer. Approval of the E15 waiver request would allow for a 15 percent ethanol 
blend level in gasoline and is primarily a technical issue. USDA has been discussing 
with EPA at the policy level the various ramifications of E15. EPA is keeping us 
apprised of the status of the research and the decision making process. 

Question 85. ILUC and EPA — We heard a lot of concern about the relationship 
between USDA and EPA during the ILUC debate and that EPA did not consult 
enough with USDA. Do you think this is the case? 

Answer. USDA worked with the EPA as the EPA conducted its analyses and prep- 
aration of the Notice of Proposed Rule Making (NPRM) for the RFS2 implementa- 
tion, including work on ILUC. After the NPRM was published, the USDA continued 
working and collaborating with the EPA prior to the final rule being published. 

Question 86. Role of USDA — What do you see as USDA’s role in the renewable 
energy debate? We keep hearing that USDA has the lead for developing energy 
crops, but then we see that DOE is the one that seems to have most of the money 
to give out in this area. 

Answer. USDA plays a prominent role in the effort to address the nation’s bio- 
energy goals. Renewable energy presents tremendous opportunities for our farmers, 
foresters, and rural America to enhance rural growth and development, create green 
jobs, reduce our dependence on fossil fuels, and improve our environment. USDA’s 
role ranges from the research and support for the production of biomass to the de- 
ployment and commercialization of technologies that produce biofuels and renewable 
energy. 

Approaching the nation’s bioenergy goals from an agricultural perspective, USDA 
focuses on research to develop and produce bioenergy crops, as well as efforts to 
build biorefineries and retrofit existing biorefineries. For decades, USDA research 
has focused on plant variety development, taking advantage of its scientific and re- 
search infrastructure and broad understanding of agricultural production, and is 
uniquely prepared to continue to take the lead in developing energy crops. 

For instance, the Agricultural Research Service (ARS) has a national program in 
biofuels research based on three legs: feedstock development (taking advantage of 
USDA-held crop germplasm resources and a long success in crop breeding); sustain- 
able feedstock production (emphasizing research on biomass production on a large 
scale while managing pests as well as soil, water, and air resources); and conversion 
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science and technology (especially development of co-products from agricultural feed- 
stocks, adding value to the production of the biofuels themselves). For years, ARS 
has been doing research to enable development of forage grasses, turf, and other pe- 
rennial grasses; sorghum; energy cane; oilseed crops; and other crops that are now 
being applied to bioenergy feedstock development. Additionally, ARS has a strong 
understanding of issues surrounding environmental sustainability — including soil 
and water conservation — and the use of marginal farmland. ARS, along with the 
National Institute of Food and Agriculture (NIFA) and the Forest Service (FS), con- 
tinues to focus on germplasm breeding and evaluation, and increased genomic un- 
derstanding of cell wall content and synthesis, with a goal of creating, deploying, 
and processing feedstock varieties yielding a range of renewable fuels and other val- 
uable products. 

Historically, the National Institute of Food and Agriculture (NIFA) has supported 
biomass feedstock genetic develcmment through the Small Business Innovation Re- 
search (SBIR) Program (about $1 million per annum). NIFA has partnered with 
doe’s Office of Biomass Programs (OBP) on the two joint programs outlined above. 
The NIFA contribution to the BRDI Program increases to $30 million in 2011 and 
$40 million in 2012. In addition the NIFA competitive grants program, AFRI will 
award grants totaling $40 million in 2010 and $73 million in 2011 for research in 
sustainable production of biomass feedstock; capacity/formula funding from NIFA 
supports an additional $17 million in bioenergy crop production. 

The Rural Development mission area is committed to fostering productive invest- 
ments which enhance and support the development of renewable energy. Since 2003, 
Rural Development has assisted in making over $200 million in grants to improve 
the energy efficiency and aid in development of renewable energy technology for ag- 
ricultural producers, investing in grain harvesting and drying efficiencies, irrigation 
technologies and in the infrastructure of rural communities which produce food, 
fiber, and support mechanisms for rural communities, rural small businesses, farm- 
ers and ranchers. Factoring in loans, loan guarantees, and loan grant combinations. 
Rural Development has assisted in approximately $1.2 billion of development, in- 
cluding renewable energy technologies which lower our dependence on fossil fuels. 

New initiatives such as the Biorefinery Assistance program, the Advanced Biofuel 
Payment program and the Repowering Assistance program are directly related to 
investing in renewable energy projects which will use oil seeds, crop residues, bio- 
mass and reduce our dependence on fossil fuels. 

Rural Development Energy Investments, 2003-2009 


Fiscal Year 

Projects 

Loans 

Combinations 

Grants 

2003 

187 

$83,793,961 



$31,898,480 

2004 

190 

$44,045,844 

— 

$31,324,278 

2005 

185 

$33,327,230 

— 

$29,279,064 

2006 

487 

$82,898,882 

— 

$35,212,697 

2007 

489 

$201,271,570 

$18,114,430 

$14,508,907 

2008 

840 

$82,987,820 

$30,172,387 

$33,171,678 

2009 

1,610 

$352,674,413 

$76,782,101 

$35,337,827 

Total 

3,988 

$880,999,720 

$125,068,918 

$210,732,931 


Title X — Horticulture and Organic Agriculture 

Question 87. The 2008 Farm Bill was a landmark in U.S. agricultural policy for 
many reasons, namely the recognition of specialty crops including fruit, vegetables, 
tree nuts, floriculture, and nursery crops, and organic agriculture. The 2008 Farm 
Bill dedicates almost $3 billion in funding over 5 years to areas of critical impor- 
tance to these sectors including nutrition, research, pest and disease management, 
trade, conservation and expansion of market opportunities. For the first time, the 
2008 Farm Bill established a separate title to deal, specifically, with issues related 
to specialty crops and organic agriculture. It is within Title X that these sectors of 
American agriculture find their home and proper place in the living history of U.S. 
agriculture policy. 

Mr. Secretary, would you describe your views on the importance of Title X and 
its long-overdue recognition of specialty crops and organic agriculture? 

Answer. USDA commends Congress for including, for the first time, a specialty 
crop and organic agriculture title in a farm bill. This Administration is committed 
to the importance of fresh, nutritious food and raising the profile of locally grown 
food, including specialty crops and organic agriculture. President Obama has made 
a safe, sustainable, and nutritious food supply a central goal for USDA. 
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I assure the Committee that USDA is committed to the integrity of the organic 
label and recognizes organic farmers as leaders in environmental stewardship. Or- 
ganic farmers deserve a high-quality program that penalizes farmers and operators 
who violate the law and jeopardize consumer confidence in organic products. 

Question 88. Plant Pest and Disease — In Section 10203 of the 2008 Farm Bill, 
Congress amended the Plant Protection Act so that the Secretary has final say over 
the funding necessary for plant pest emergencies. The Plant Protection Act gives 
USDA the authority to tap other funds of the USDA as needed to address these 
emergencies. Yet, for many years, USDA’s experts at fighting pest infestations have 
seen the Office of Management and Budget refuse to release funds identified as cru- 
cial to the effort. 

Please tell us how the process of obtaining emergency funding has changed in 
light of Section 10203 and please provide this Committee with all instances in which 
USDA sought such emergency funding under the Plant Protection Act and if OMB’s 
response to those requests. 

Answer. USDA appreciates the flexibility that the Plant Protection Act provides 
in enabling the Department to effectively respond to new and emerging pest and 
disease threats. USDA continues to work through 0MB in order to consult with the 
President on fiscal matters. 0MB consultation on emergency funding requirements 
provides an important mechanism to ensure that sound funding decisions are made. 
Since becoming Secretary of Agriculture, I have sent only two emergency funding 
requests under the Plant Protection Act. 0MB fully supported the request for $41.6 
million in Commodity Credit Corporation funding to address the Asian longhorned 
beetle in Massachusetts, as well as the request for approximately $11 million for 
grasshopper outbreaks expected in some western states. 

Question 89. Plant Pest and Disease — Section 10201 of the farm bill identified 
the plant pest safety net as badly in need of repair. It dedicates $50 million a year 
to improve operations at the Federal and state levels. While early indications are 
this program is a success, it is not enough. Producers continue to face new invasive 
pests that close markets at home and abroad and that attack the natural environ- 
ment. 

As we begin consideration of the next farm bill, please provide this Committee 
with the Department’s recommendations on how we may improve the detection of 
pests to avoid infestations and the response to those infestations when they occur? 

Answer. Early returns of the Plant Pest and Disease Management and Disaster 
Prevention programs of the 2008 Farm Bill indicate the success of this program. In 
Fiscal Year (FY) 2010, the Animal and Plant Health Inspection Service (APHIS) 
provides $45 million in Section 10201 funding to over 50 cooperators, including state 
departments of agriculture, universities, nonprofit organizations and USDA agen- 
cies. These cooperators are conducting over 200 projects to enhance and protect 
American agriculture and natural resources. This is on top of the $12 million re- 
leased during the FY 2009. APHIS is also seeking funding proposals through June 
18, 2010, for $50 million in funding in FY 2011. 

I would like to share two examples of how this program has helped APHIS protect 
American agriculture from invasive pests. Funding from Section 10201 was provided 
to the California Department of Food and Agriculture to implement the California 
Agriculture Detector Canine Teams program for enhanced inspection and surveil- 
lance of plant products entering the state via parcel delivery facilities and airfreight 
terminals. These dog and officer teams are trained at APHIS’ state-of-the-art Na- 
tional Detector Dog Training Center in Newnan, GA, through use of innovative 
methods to detect agricultural contraband. A prime example of the great work the 
canines are doing was when the Fresno County Dog Team picked up on a canvas 
gym bag at the Fresno Airport, finding ten Asian citrus psyllids in leaf material, 
which later tested positive for citrus greening disease. The gym bag was on its way 
to a residence in Fresno, California, a major citrus-producing area where this dev- 
astating disease has not yet been detected. By apprehending such contraband, these 
teams safeguard agriculture by preventing plant pests and diseases from entering 
California. 

In addition to new initiatives funded under Section 10201, the funding has also 
helped provide the final push needed to address plant diseases such as plum pox. 
It took 10 years to eradicate plum pox virus in Pennsylvania, with the first detec- 
tion made in a peach orchard in September 1999 and eradication declared on Octo- 
ber 29, 2009. Section 10201 funding enabled us to complete the last stage of intense 
monitoring in order to declare plum pox eradication in the Commonwealth of Penn- 
sylvania. 

As we look towards the next farm bill, I believe that it is important that we take 
stock of the successes we have had with our existing plant pest and disease pro- 
grams and examine whether there are areas that can be improved upon to better 
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meet our shared goal of preventing and effectively responding to invasive pest incur- 
sions. Our agricultural safeguarding system in the United States consists of a com- 
prehensive, interlocking set of programs that together work to protect U.S. livestock 
and crops from foreign pest and disease risks. Our goal is to address plant pests 
and diseases as early as possible through activities such as aggressive domestic sur- 
veillance, offshore pest risk analysis and reduction, and inspections at inspection 
stations, combined with robust emergency response and anti-smuggling activities. 
This layered system goes hand-in-hand with activities carried out by U.S. Customs 
and Border Protection, states, and our other partners. 

As we examine the successes under Section 10201, we will also determine whether 
additional actions can be taken to strengthen our overall agricultural safeguarding 
system. USDA is committed to this effort, and looks forward to working with this 
Committee as we identify any additional needs. 

Question 90. Biotech regs — ^You reference new biotechnology regulations in the 
appendix to your testimony as mandated per the farm bill. It has been reported that 
USDA is considering requiring full Environmental Impact Statements for all new 
biotech trait approvals. How would a proposed mandated EIS work within APHIS 
given the agency’s resources and the lengthy delays in approval for many biotech 
traits already in the pipeline? 

Answer. USDA is not considering requiring full Environmental Impact Statements 
(EIS) for all new biotech trait approvals. APHIS will continue to evaluate on a case- 
by-case basis the appropriate environmental document to prepare to inform regu- 
latory decisions on petitions for nonregulated status. When APHIS is asked to re- 
view a petition to deregulate a biotechnology product, the decision on whether to 
complete a full EIS or an environmental assessment is based on the Council for En- 
vironmental Quality (CEQ) National Environmental Policy Act (NEPA) imple- 
menting regulations and Agency NEPA implementing procedures. In all cases, 
APHIS carefully considers the possible environmental impacts of each regulatory ac- 
tion to ensure the appropriate level of science-based analysis required for a decision 
is adequate and sufficient. 

If APHIS were to complete an EIS for every trait approval, it would add signifi- 
cant time and expense to approve each new product. We estimate that an EIS, on 
average, costs $1 million — $1.5 million and takes approximately 3 years to complete. 
By contrast, an environmental assessment costs less than $100,000 to prepare and 
takes less than a year. We currently have 19 requests to deregulate, or approve, ge- 
netically modified products before the Agency. 

We have limited resources to carry out our biotechnology regulatory activities. 
However, recognizing that the time it takes to complete these petitions is increasing, 
I have taken a number of steps to address the backlog, such as establishing a new 
NEPA team in APHIS devoted to preparing high quality and defensible environ- 
mental documents that inform regulatory decisions. Additionally, I have requested 
$5.8 million in additional funding in the FY 2011 budget request, which would allow 
APHIS to hire additional staff to keep up with the increased workload. 

Question 91. Know Your Food, Know Your Farmer — Local Food — The Com- 
mittee supports local agriculture and local food systems. Often the Department’s 
statements about local food tie it to economic development but shouldn’t this mes- 
sage be tied to a message to eat more agricultural products like fruits and vegeta- 
bles? Otherwise, any economic gain made locally is an economic loss somewhere 
else. Western states, particularly California, supplies fruits and vegetables for the 
country and for the world. 

Is USDA telling East Coast consumers that they should not purchase products 
grown in the West and Northwest? 

Answer. No, encouraging consumers to learn more about where their food comes 
from and how it is grown helps them to better understand and appreciate the chal- 
lenges farmers face, which benefits all agriculture. In addition, educating consumers 
on the source of their food enables a greater appreciation for the energy involved 
in transporting food from field to market. 

USDA’s priorities, initiatives, and budget must be targeted to innovative ap- 
proaches that drive economic opportunity in rural communities. Place-based eco- 
nomic development strategies and marketing strategies are one approach to helping 
support rural economies grow jobs and increase farm income. Local and regional 
food systems are a small but fast-growing market. We are working to help producers 
and rural communities take advantage of these market opportunities. 

We are also working to increase access to nutritious food and to promote healthy 
diets including increased consumption of fruits and vegetables, low fat dairy prod- 
ucts and lean proteins. One of the benefits of linking these efforts together in the 
Know Your Farmer, Know Your Food initiative (KYF2) is that they can be mutually 
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reinforcing, for example by linking education about farming, nutrition, and the im- 
portance of rural America. 

Question 91a. We have noted more inclusive messaging from the Department in 
the last few weeks regarding Know Your Food, Know Your Farmer, hut I have a 
question, as consumer preferences continue to shift and change, how does the De- 
partment ensure that its messaging does not seemingly pit producers against each 
other with regards to size, production practices or location? 

Answer. USDA programs aimed at supporting producers are size neutral. Our em- 
phasis is on identifying emerging economic opportunities in the direct and local 
marketing sector that producers of any scale could conceivably pursue if they were 
interested. At no point do we make claims that any type or scale of production is 
superior to any other. The revitalization of the rural economy through more con- 
centrated efforts to build local and regional food systems must target all sizes of ag- 
ricultural. 

Question 92. Pesticides — Endangered Species Act — ^As a result of a recent 
court decisions ranging from intersection of pesticide application and the Clean 
Water Act to inter-agency consultation required under the Endangered Species Act, 
EPA seems to be forced into developing restrictions on critical crop protection prod- 
ucts that will likely result in the prohibition or significant restriction of their use. 
No one wants to harm the environment, however, recent court actions have growers 
increasing worried about their ability to access tools essential to their operations. 

Would you describe for the Committee the interaction of the Department with 
EPA on pesticide related issues in general and the ESA in particular? 

Answer. NRCS has been in communication with EPA on a continued basis work- 
ing with the Pesticide Program Dialogue Committee on pesticides applications. To 
address concerns of agro-ecosystems that may affect various endangered species 
habitats, NRCS has recommended that the conservation planning process be used 
to develop a conservation plan. The purpose of the conservation plan will be to allow 
the producer to use the practice standards that are best suited for the treated site 
or tract of the farm “Best Management Practices” that does not degrade natural re- 
sources (soil, water, plants, animals, air, and human). 

Question 93. Organic — Mr. Secretary, the National Organic Program is the De- 
partment’s most visible programmatic component in its efforts to recognize the 
growing demand for organic agricultural products. In the past it has been a light- 
ning rod for criticism. I commend you and Deputy Secretary Merrigan for the pro- 
gram’s new leadership and direction, particularly its new focus on enforcement. 

How do you see the role of the NOP in ensuring that consumers are getting what 
they pay for when they buy USDA certified organic? 

Answer. Organic farmers deserve a high-quality program that penalizes farmers 
and operators who violate the law, thereby jeopardizing consumer confidence. USDA 
has developed a comprehensive plan for evaluating and improving the NOP for pro- 
ducers and consumers alike. 

USDA’s Office of Inspector General (OIG) recently announced the findings of their 
audit of the NOP. The review provided valuable information and highlighted the ne- 
cessity for the reforms USDA is in the process of implementing. All of these activi- 
ties will enhance compliance with program regulations and ensure the integrity of 
the organic label. 

One of the many improvements that the NOP is implementing is the development 
of the NOP Handbook. The handbook will provide clarity and consistency to certifi- 
cation agencies, organic producers and handlers concerning the NOP regulations 
and address many of the OIG findings. 

In February 2010 the Access to Pasture final rule was published. This rule is in- 
tended to build consumer confidence that organic milk and meat comes from organi- 
cally raised animals that are actively grazing on pasture during the grazing season. 
The final rule allows the NOP to efficiently administer and enforce the integrity of 
the organic seal with regards to livestock feed and living conditions. 

A $3.1 million increase has been proposed in the NOP budget for 2011. These 
funds will be used to: conduct more surveillance of foreign accredited certifying 
agents; increase the program’s capacity to investigate complaints and violations 
(both domestic and foreign); and educate certifying agents worldwide to ensure the 
organic regulations are consistently implemented. 

In response to a National Organic Standards Board (NOSB) recommendation for 
a third party review, the NOP is undergoing an audit and peer review process with 
the National Institute of Standards and Technology (NIST). This process along with 
the development of a quality management system will improve the quality of the 
program and enhance the program’s ability to protect organic integrity. We expect 
to receive the findings of the NIST audit by the end of the 2010 Fiscal Year. 
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In September 2009, USDA announced that the NOP would become an inde- 
pendent program area within AMS because of the increased visibility and emphasis 
on organic agriculture throughout the farming community, evolving consumer pref- 
erences, and the enhanced need for governmental oversight of this widely expanded 
program. 

The NOP will be implementing a program for periodic residue testing as outlined 
in the Organic Foods Production Act of 1990. Residue testing will be used to identify 
problems and enhance organic integrity. 

Question 93a. We have heard a lot about organic agriculture being integrated into 
all departments at USDA. Can you describe what exactly the Department is doing 
to ensure that organic agriculture is recognized within all USDA program areas? 

Answer. In addition to the National Organic Program, there are a number of pro- 
grams and policies implemented by USDA to support organic production. Many of 
these programs were included in the 2008 Farm Bill as organic apiculture, and hor- 
ticulture had its own title for the first time. The 2008 Farm Bill included a five- 
fold increase in mandatory funding for organic programs over funds mandated in 
the 2002 Farm Bill, and authorized additional funding for many of these programs. 
Most of the mandatory funds are for two existing organic programs — the organic re- 
search program and cost-share assistance program to help powers and handlers 
with organic certification costs. The legislation also included new organic provisions 
on credit, trade, crop insurance and conservation. 

USDA implemented a new organic conservation initiative in 2009 under the Envi- 
ronmental Quality Incentive Program (EQIP) aimed at assisting organic and transi- 
tional farmers. This new initiative makes conservation practices related to organic 
production and transition to organic production eligible for payments under the 
EQIP conservation program. The EQIP Organic Initiative obligated over $36 million 
last year in financial assistance under nearly 1,500 contracts with certified and 
transitioning organic farmers in 49 states. Over 300,000 acres of farmland are en- 
rolled under these contracts. 

Question 94. Farm Structure — As we head into deliberations on the 2012 Farm 
Bill some have questioned whether we are developing a bifurcated agricultural sys- 
tem in the U.S. with a disappearance of the traditional mid-sized family farm. 

Can you tell us how some of your new efforts including Know Your Farmer, Know 
Your Food can help producers too big to sell directly in farmers markets find mar- 
kets in which they can earn fair value for their product? 

Answer. Know Your Farmer, Know Your Food (KYF2) is working to enhance op- 
portunities for the so-called “disappearing middle” in several ways. For example, one 
challenge we have heard from farmers who are too big for farmers markets is a lack 
of infrastructure, both physical and logistical, for aggregating, processing, and dis- 
tributing to local and regional markets. We are working to support and enhance the 
needed infrastructure by coordinating our work under existing authorities and pro- 
grams to identify and address the needs, such as for slaughter capacity for livestock 
for local and regional markets, and for “food hubs” that aggregate and distribute 
produce and other agricultural products. Our farm-to-school tactical teams are work- 
ing to understand the bottlenecks and opportunities in supplying more local prod- 
ucts to schools, making it easier for farmers to serve this rapidly-growing market. 

Question 95. Farm Structure — With the success and popularity of programs like 
farm to school in which producers sell directly to their local school district, I have 
a question, do you see other opportunities to maximize nutritional benefit for par- 
ticipants and stimulate local ag economies by linking nutrition programs directly 
with regional agriculture? 

Answer. USDA’s Know Your Farmer, Know Your Food (KYF2) initiative is a 
USDA-wide effort to create new economic opportunities for farmers and ranchers by 
better connecting consumers with local producers. This initiative is one of many ef- 
forts by the Obama Administration to revitalize rural American communities. 

One key component of KYF2 is the creation of an interagency Farm to School 
Team. During this fiscal year, the Farm to School Team is visiting 15 school dis- 
tricts in nine areas across the country of varied demographics and implementation 
stages of a school’s farm to school efforts. During these visits, the Team will work 
with local farmers, local and state authorities, school districts, and community part- 
ners to analyze and assess variables that support or deter farm-to-school activities, 
both from the school and farmer perspectives, as well as the effects the district’s 
farm to school activities have had on the school and community. The information 
gathered during these site visits will be used to develop and update appropriate re- 
source materials, guidance, and technical assistance for both schools and farmers. 
We also expect the visits will provide valuable information on proven and practical 
ways to link nutrition programs with regional agriculture that can be adopted in 
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other areas across the country to help increase the consumption of fresh fruits and 
vegetables and other local agricultural products, including organic products. 

The Supplemental Nutrition Assistance Program (SNAP) also offers a linkage 
with local and regional agriculture. It is a Food and Nutrition Service (FNS) priority 
to increase the number of farmers’ markets that accept SNAP benefits to ensure 
that participating SNAP households can access the healthy and nutritious food of- 
fered at markets. 

In the past 3 years, the number of SNAP authorized direct marketing farmers and 
or farmers markets has increased by at least 200 each year. Currently, more than 
1,100 farmers’ markets are authorized as SNAP retailers. The President’s Fiscal 
Year 2011 budget offers an opportunity to expand SNAP participation to non-par- 
ticipating farmers’ markets by proposing $4 million to equip farmers’ markets with 
the wireless Electronic Benefit Transfer (EBT) equipment that is usually needed in 
the environment in which farmers’ markets operate. 

In the past year, FNS has also simplified the authorization processes for farmers’ 
markets to become SNAP retailers and the approval process to offer incentive bo- 
nuses to SNAP customers. The incentive bonuses are funded by private foundations, 
nonprofit organizations and local governments. SNAP customers may also access the 
local and regional agriculture through authorized community supported agriculture 
and roadside stands. 

Title XI — Livestock 

Question 96. Animal ID/Traceability — Millions of taxpayer dollars have been 
spent to support the implementation of a Federal animal identification and 
traceability system, whether voluntary or mandatory, with very disappointing re- 
sults. Without a functioning and efficient traceability system in place, a foreign ani- 
mal disease incursion such as food and mouth disease would have absolutely dev- 
astating effects on animal agriculture in this country. USDA’s current traceability 
initiative puts the responsibility on the states to develop animal identification and 
traceability systems. Does USDA believe that state control will increase participa- 
tion? If so, why? How will USDA coordinate these various state systems to control 
and oversee interstate movement? Are USDA’s current statutory authorities ade- 
quate? In the face of an animal disease outbreak, what confidence do you have that 
this approach to traceability will be effective? 

Answer. USDA believes state control is crucial to increasing participation in ani- 
mal disease traceability. USDA will establish new regulations that will require that 
animals moving interstate be traceable and that the animals be officially identified. 
The regulations will be outcome based in the form of traceability performance stand- 
ards. Each state and Tribe will develop a traceability plan with input from their 
producers that meets the performance standards. Working with producers on the 
local level, states will be able to enhance traceability in areas that need the most 
improvement. The use of official animal identification will increase in animals that 
move interstate. During last year’s listening sessions, producers indicated their de- 
sire that identification data be managed at the state level. 

USDA is working with the states and Tribes to ensure that traceability ap- 
proaches are coordinated and integrated. For example, USDA will continue to be re- 
sponsible, in collaboration with states and Tribes, for determining nationally which 
forms of identification can be considered official. We will also work with the states 
and Tribes to ensure that their databases and other information technology are com- 
patible and can communicate with one another. The new framework calls for USDA 
to establish, through regulation, specific traceability performance standards that 
states and Tribes must meet in order to establish effective traceability programs to 
allow interstate movement of livestock. 

Our new approach builds off USDA’s existing disease programs, such as the bo- 
vine tuberculosis and brucellosis programs. Many cattle producers are used to tag- 
ging their cattle as part of these successful control and eradication programs. The 
sheep scrapie program also relies on this kind of tag-based system — it’s cost effective 
and producers are very pleased with the approach. USDA has held data for these 
programs for many years without FOIA concerns. As diseases are eliminated in 
states, producers no longer need to participate; this is why gaps in animal disease 
traceability exist today. Our new approach to animal disease traceability would 
close these gaps while building off of systems that are successful and trusted by pro- 
ducers. 

USDA’s current statutory authorities are adequate to carry out its traceability re- 
sponsibilities. The Animal Health Protection Act of 2002 (7 tj.S.C. 8301-8317) gives 
the Secretary of Agriculture broad authority to detect, control, or eradicate pests or 
diseases of livestock or poultry. Under this law and current regulations, USDA has 



115 


the authority to enact proper response measures in the event of an animal disease 
event. 

Implementing the new framework, with focus on interstate livestock movements, 
supports our efforts to increase the timeliness of a response by implementing a per- 
formance based traceability system. As the new framework is put in place, we will 
evaluate our capabilities in accordance with the traceability performance standards 
and will work with states needing improvement. This approach ensures gaps in 
traceability are resolved before an outbreak. 

Question 97. Competition — There continues to be concern about competition and 
market manipulation. Are you seeing areas of concern with regard to market manip- 
ulation? If so, what are they? The 2008 Farm Bill directed USDA to promulgate reg- 
ulations within 2 years on this matter under the Packers and Stockyards Act. What 
is the status of these regulations? When can we expect them to be published? 

Answer. In some areas such as the Texas, Oklahoma, New Mexico marketing re- 
gion for cattle, committed procurement has increased from an average of 55 percent 
in 2009 to above 70 percent at the end of 2009. In late 2008, the volume of cattle 
traded through contracts exceeded the volume of cattle traded through the nego- 
tiated market. 

Today’s cattle and hog market is highly concentrated and coordinated. Negotiated 
markets are thin, with fewer and fewer negotiated transactions. In these market 
conditions, the negotiated price may not accurately reflect actual supply and de- 
mand, and a single packer could possibly manipulate prices and the timing of pur- 
chases to distort prices. Thin markets also have the potential to affect contract 
prices. In hogs, the spot market is now eight percent. GIPSA is actively monitoring 
the market and will take action when justified to prevent unfair or anti-competitive 
practices. 

Competition in the livestock marketplace will be a source of review at the Colo- 
rado competition workshop on August 27, 2010 in Fort Collins. Livestock markets 
are very complex, and that is why having an open and transparent dialogue with 
farmers and experts on these issues are important. Over the next several months 
we will be having a series of public workshops jointly with the Department of Jus- 
tice to discuss agricultural competition. With these workshops, we do not prejudge 
outcomes at this time, but they will help inform our decisions. 

GIPSA is in final clearance on a proposed rule to carry out regulations as required 
by the 2008 Farm Bill’s livestock title, with the intention to publish this rule by 
late spring. 

Question 98. COOL — The final rule on the implementation of COOL was pub- 
lished in March 2009. How is the implementation going? What is the level of compli- 
ance? Is compliance increasing? What is USDA doing to ensure compliance? 

Answer. On March 16, 2009, the newly implemented COOL final rule took effect 
requiring retailers to label covered commodities with the country of origin for beef, 
pork, lamb, chicken, goat meat, wild and farm-raised fish and shellfish, perishable 
agricultural commodities, peanuts, pecans, ginseng, and macadamia nuts. Approxi- 
mately 37,000 retail establishments are covered by COOL. The USDA entered into 
cooperative agreements with all 50 states to carry out the reviews. The state inspec- 
tors recently received additional training to ensure review procedures and COOL re- 
quirements are consistently and accurately applied. The in-store reviews for all cov- 
ered commodities began in June 2009. 

• USDA plans to review 12,741 covered retailers by the end of the first full year 
of enforcement, which ends September 30, 2010. As of April 30, 2010, approxi- 
mately 8,300 of the 12,741 scheduled retail reviews have been conducted. 

• In calendar year 2009, COOL reviews were performed in 3,871 retail stores 
where approximately 1.16 million item types {e.g., U.S. Choice Strip Steak, pork 
chops, bin of tomatoes, packaged carrots, Tilapia fillet, etc.) were evaluated. The 
reviews were conducted during the final 6 months of the year. 

• Out of the 1.16 million item types reviewed at retail from June 2009 through 
December 2009, greater than 96% were properly labeled for country of origin. 

Question 99. Food Safety — America has the safest food supply in the world, yet 
there have been a number of recalls of adulterated or potentially adulterated prod- 
uct in recent years. What is USDA doing to not only ensure a safe food supply but 
also to reassure the public that their food is safe? 

Answer. I agree that recalls and foodborne illnesses indicate a breakdown in the 
food safety chain, and would like to reiterate that reforming our food safety system 
is a priority of President Obama’s Administration. This is why the President created 
the Food Safety Working Group, co-chaired by me and Health and Human Services 
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Secretary Kathleen Sebelius. The Food Safety Working Group’s top priority is pre- 
venting foodborne illness. 

The Food Safety Working Group made recommendations last year to improve our 
food safety system, and we have already implemented a number of those rec- 
ommendations to protect consumers. For example, USDA has expanded sampling for 
E. coU 0157:H7 in raw ground beef. 

Another priority for the Working Group was to redesign and update 
www.foodsafety.gov, the government gateway through which consumers can access 
food safety information. The new website was launched in the fall of last year, and 
is one way that USDA is reminding the public about what we do every day to main- 
tain a safe food supply and prevent foodborne illness, as well as what consumers 
can do to handle food safely. 

USDA is also improving its efforts to combat foodborne pathogens. The Depart- 
ment has had a zero tolerance policy for E. coli 0157:H7 in ground beef for more 
than 15 years, and USDA continues to develop new policies, to further protect public 
health, on emerging pathogens, such as six strains of non-0157 Shiga toxin-pro- 
ducing E. coli (STEC) that are found in food and cause serious foodborne illness. 
In order to effectively regulate these pathogens, USDA has been working to develop 
a validated laboratory method to test for each of the strains of non-0157 STEC that 
are of public health concern. To date, a screening test has been developed to detect 
four of the six strains, and a confirmatory test is under development. 

In addition, we are intensif 3 dng our efforts to combat Salmonella and 
Campylobacter in poultry products by tightening existing performance standards for 
Salmonella and instituting performance standards for Campylobacter for the first 
time. By revising current performance standards and setting new ones, FSIS is en- 
couraging establishments to make continued improvement in the occurrence and 
level of pathogens in the products that they produce. 

Finally, we are continuing to develop the Public Health Information System to 
help the Agency more rapidly and accurately identify trends, patterns, and anoma- 
lies in data and thus allow us to more efficiently, effectively, and rapidly protect 
public health. 

Question 100. Market price volatility — Many of the problems in recent years 
can be traced to price volatility. How can price volatility be addressed in the next 
farm bill without getting government further involved in management of the mar- 
kets? 

Answer. Price changes that reflect shifts in underl 3 dng supply and demand condi- 
tions help markets adjust production and consumption patterns. Market trans- 
parency is one critical factor that facilitates price discovery and helps foster fair, ef- 
ficient, and competitive markets. Many agricultural commodity markets have shift- 
ed away from open spot market trading toward privately negotiated trading and a 
wide variety of marketing agreements, formula pricing arrangements, forward con- 
tracts, and other vertical coordination mechanisms. A consequence of the shift away 
from open market trading has been a reduction in the quantity of publicly avail- 
ability information on marketplace prices, volumes, and related characteristics, 
which can put producers at a disadvantage. While programs such as Livestock Man- 
datory Reporting impose reporting requirements on segments of the agricultural and 
food production system, such requirements do not involve government being in- 
volved in the management of markets. The increased market transparency can as- 
sist price discovery and allow markets to more accurately reflect supply and demand 
conditions, however as the open spot markets become thin as they have in recent 
years they also become increasingly volatile due to a loss in liquidity. They also be- 
come increasingly susceptible to price distortions, intentional or unintentional, re- 
gardless of the increased information, which again can put producers at a disadvan- 
tage and may require governmental interventions in certain situations. 

Title XII — Crop Insuranee and Disaster Assistance Programs 

Question 101. SURE/disaster — One of the complaints of the SURE program is 
that a major factor in the calculation is the level of crop insurance coverage pur- 
chased, when this type of disaster assistance is often most needed in areas where 
crop insurance has not typically worked well and therefore where there are not high 
levels of buy-up coverage. SURE payments have been distributed for 2008. Have you 
been able to compare the geographic distribution of these payments with where dis- 
asters certainly caused crop loss to determine how well targeted this program is to 
need? 

Answer. First, it is important to remember that SURE is but one component of 
the safety net, along with Direct and Counter-Cyclical Payments, the Average Crop 
Revenue Election, Federal Crop Insurance, Non-Insured Crop Disaster Assistance, 
and Loan Deficiency Payments and Marketing Assistance Loans. 
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SURE is a revenue based crop-loss assistance program which requires that all of 
a producer’s farms or land in the United States be considered as one farm. By calcu- 
lating disaster payments on a crop-by-crop basis rather than by considering all crops 
on all farms, more crop losses would probably qualify for disaster payments. There- 
fore a normal, or better than normal, crop on one or more farms would very likely 
offset losses due to natural disaster of one or more crops on another farm. 

I look forward to working with you regarding the disaster programs during up- 
coming work on the next farm bill. 

Question 102. Sodsaver and Breaking Lands Working Group — What is the 
status of the working group’s discussions? Couldn’t RMA help address the concerns 
that new land is still being broken out for production by changing its policy on APH 
transferability? 

Answer. An APH database from land with existing actual yields ii.e., APH trans- 
ferability) is generally not used to provide a guarantee on newly broken acreage. 
The Common Crop Insurance Policy — Basic Provisions provides that acreage which 
has not been planted and harvested or insured in at least one of the three previous 
crop years is generally uninsurable, unless the acreage was planted to comply with 
another USDA program ie.g., Conservation Reserve Program (CRP)); or such acre- 
age constitutes five percent or less of the insured planted acreage in the unit; other- 
wise, such acreage must be insured by written agreement. The written agreement 
is an individually reviewed offer of insurance to a producer made by RMA’s Regional 
Offices. Insurance coverage by written agreement requires the date the land was 
broken out and agricultural experts’ agreement that sufficient time existed for the 
organic matter to break down and allow the soil moisture to regenerate; soil surveys 
supporting production of the commodity, including the appropriate soil types of the 
newly broken acreage and consideration of any additional risks such as salinity, 
drainage, moisture problems, etc. The majority of requests for these types of written 
agreements are due to long crop rotations and land that has set idle for too many 
years after coming out of CRP. These written agreements require that the crop 
planted on the newly broken acreage, prior to insurance attaching, must appraise 
at a yield equal to or greater than 90 percent of the approved 3 deld used to deter- 
mine the production guarantee. Approximately 70 percent of all written agreements 
nationwide for newly broken acreage offered a production guarantee per acre equal 
to, or less than, the county T-yield, not the existing actual 3 deld of an existing APH 
database. 

RMA is near completion of an evaluation of its procedures for newly broken acre- 
age and plans to make its findings available. 

Question 103. Organic — The Department has recently completed its study on 
crop insurance for organic production. 

What course of action the Department is heading in moving forward on this issue 
and how does it fit in the broader framework of plans to reform the crop insurance 
program. 

Answer. RMA continues to move forward in improving crop insurance coverage for 
organic producers so they will have viable and effective risk management options 
like many of the conventional crop programs. This includes establishing dedicated 
price elections for organic crops when supported by data and sound economic pricing 
principles. RMA will continue to capitalize on improved data collection and sharing 
of organic production and price data occurring throughout USDA, an initiative to 
better leverage the resources of all of our agencies to address this important seg- 
ment of agriculture. 

RMA will also continue to evaluate the loss experience of both organic and con- 
ventional practices to ensure that premium rating is commensurate with the level 
of risk for each. This includes revising surcharges for those areas or situations that 
merit such consideration. Finally, RMA will review its program materials to ensure 
that existing procedures specific to organic production is accessible and more readily 
understood by producers. 

While challenges remain, we believe important steps are occurring that will lead 
to establishment of effective risk management protection for the various organic 
growers and crop industry that will position them to better utilize this important 
program in their management and financing practices. A viable and prudent risk 
management program for organic growers is consistent with our efforts of making 
the Federal crop insurance program available to a broader spectrum of producers 
in all areas of the country, and doing so in a fiscally responsible manner. 

Last, as RMA has negotiated with the crop insurance industry for a new Standard 
Reinsurance Agreement, several initiatives have been included to better balance the 
needs of states that previously have been underserved, or less served, to enhance 
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the service and risk management options that may be available similar to that expe- 
rienced in many of the traditional row crop states. 

Title XIV — Miscellaneous (Includes Minority Farmer Outreach and Ag Security) 

Question 104. Office of Advocacy and Outreach — I am pleased to see that you 
have made creation of the Office of Advocacy and Outreach (OAO) a priority, 
through your commitment of both personnel and resources. Housing programs that 
support beginning, small, disadvantaged, and minority farmers and ranchers in one 
place is not only sensible from an economic and administrative standpoint, but it 
clearly elevates the importance of these groups, which is long overdue. One of the 
most important things that OAO can do is to collect and track the data that informs 
us about the effectiveness of targeted programs. I notice that, in your appendix. Sec- 
tion 10708 is not yet up and running. When do you expect to begin department-wide 
data collection? 

Answer. Thank you for your support for the Office of Advocacy and Outreach 
(OAO). We are moving forward with implementation of Section 10708. The USDA 
agencies have agreed on a uniform format and process to collect the data. The Farm 
Service Agency (FSA) and the Natural Resources Conservation Service (NRCS) will 
collect customer declared data from farmers and ranchers using a new Data Collec- 
tion Form. Rural Development (RD) will continue to collect the data from applicant 
and participants as they have in the past, and will modify their system to collect 
whether an applicant or participant is a farmer or rancher. OAO, FSA, NRCS, RD 
and the National Agricultural Statistic Service (NASS) have consensus on require- 
ments and process for data to be sent to NASS for publication. Data from a pilot 
effort this fiscal year will be published in 2011. 

Question 105. Assistant Secretary for Civil Rights — My understanding is that 
the Office of the Assistant Secretary for Civil Rights was originally created in the 
2002 Farm Bill to follow all civil rights issues, both administrative and pro- 
grammatic. However, it seems that ASCR is currently focusing just on old adminis- 
trative claims. Can you clarify the role of the ASCR in the larger revamped organi- 
zation, under an Assistant Secretary for Administration? 

Answer. USDA leadership has established civil rights as one of its top priorities. 
To be successful, all employees must be committed to making the Department a 
model in the Federal Government for respecting the civil rights of its employees and 
constituents. USDA is in the process of changing the direction of its equal employ- 
ment opportunity and civil rights programs. This new approach will ensure fair and 
equitable treatment of all employees and applicants. It also will improve program 
delivery to every person entitled to services. This effort will assist the Department 
to address past errors, learn from its mistakes, and move forward to a new era of 
equitable services and access for all. 

USDA’s plans include: 

• Increasing Alternative Dispute Resolution (ADR) usage in program civil rights 
and equal employment opportunity complaints; 

• Reducing the inventory of program civil rights complaints; 

• Aggressively providing civil rights training for USDA employees and political 
appointees, with specific concentration on those persons in the field offices of 
the Farm Service Agency and Rural Development where increased filings of dis- 
crimination complaints have occurred; 

• Revamping the Civil Rights Enterprise System (the database for management 
of the employment and program complaints); and 

• Providing greater focus and attention on civil rights issues and accountability 
for implementation of civil rights policies through Agency Head Assessments. 

The mission of OASCR remains the administrative and programmatic processing 
of all complaints of discrimination. Certain administrative functions have been 
strengthened with the placement of OASCR in Departmental Management which 
will enhance the efficiency of overall operations. 

Question 106. Data Mining — Data mining has been used successfully under RMA 
to combat fraud and abuse. Are you considering any expansion of that the use of 
data mining to other programs, like SNAP for example? 

Answer. The Food and Nutrition Service (FNS) currently uses data mining tech- 
nology to combat fraud in SNAP. Since 1997, SNAP has used a fraud detection sys- 
tem, called ALERT (Anti-Fraud Locator for Electronic Benefits Transfer (EBT) 
Transactions), to monitor electronic transaction activity and identify suspicious re- 
tail grocers for analysis and investigation. 

ALERT provides monitoring of fraudulent activity by retailers and support to the 
individual states’ integrity efforts. The system receives daily transaction records 
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from EBT processors and conducts analysis of patterns in the data, which indicate 
potential fraudulent activity by stores. FNS investigators and compliance offices use 
system reports and queries to identify and document cases. Other users include 
USDA Office of the Inspector General (OIG) investigators and FNS staff members 
of regional and field offices. The system enables investigators to focus their efforts 
more efficiently and provides them with the necessary audit trail to support legal 
action in cases where fraudulent or unauthorized activity is confirmed. Illegal activ- 
ity can thereby be quickly thwarted, and program costs reduced. 

ALERT has proven to be a critical tool in the Agency’s fight against SNAP benefit 
trafficking, which is the exchange of SNAP benefits for cash. The FNS Office of Re- 
search and Analysis conducts periodic assessments of trafficking rates. The first as- 
sessment evaluated SNAP redemptions in 1993 and determined that $811 million 
in program benefits were trafficked annually. The most recent estimate analyzed 
the period of 2002-2005 and determined that trafficking diverted $241 million in 
program benefits annually, or 1? of each dollar. The introduction of EBT and 
ALERT contributed in important ways to this decline in trafficking, resulting in a 
trafficking total that is less than 20 percent of the value diverted in 1993. 

FNS is continuing to look for ways to improve the ALERT system. The Agency 
is currently updating the ALERT system to a web-based application that will take 
full advantage of enhanced fraud detection technologies not available in the existing 
system in an effort to increase the volume of fraud detection on an ongoing basis. 
Following a national procurement, FNS awarded a new contract to SRA Inter- 
national in August 2009 to conduct additional data mining and incorporate the use 
of Geographic Information System (GIS) tools to interpret complex relationships 
among billions of SNAP electronic transaction records that might otherwise be dif- 
ficult to detect. 

In coordination with SRA International, FNS is already developing the following 
data mining techniques to improve SNAP fraud detection capabilities: 

• Network and Link Analysis: identifies network or linkage patterns between re- 
tailers that may indicate fraudulent behavior using a variety of approaches; 

• Advanced Geospatial Analysis; 

• Trafficking Predictive Models: identifies retailers most and least likely to be en- 
gaging in trafficking of SNAP benefits to better target Agency resources; and 

• Retailer and Client Behavior: profiles the normal behavior for retailers and cli- 
ents across multiple dimensions, such as geographical location or transaction 
amount. The intent is to derive multidimensional profiles that can be used for 
analysis, anomaly detection and additional input into predictive models. 

Implementation Process and Next Farm Bill 

Question 107. Drafting regs — How long does it take the Department to get a reg- 
ulation written for a program? In other words, how much lead time do we need to 
give USDA in the next farm bill to have programs up and running for Fiscal Year 
2013 so we don’t face the situation we’ve got now where a number of programs still 
don’t have final rules? 

Answer. Since enactment of the 2008 Farm Bill, USDA has worked diligently to 
draft and publish final farm bill regulations. I am proud of the overall speed and 
thorough implementation record of our Department on the farm bill. There are a 
number of factors that make the time it takes to write and issue a final regulation 
highly variable, including the volume of regulations, complexity of programmatic 
changes. Executive Branch review, the extent of public notice and comment, and an- 
alytical requirements. Prior to publication in the Federal Register, agencies must 
draft the rule and conduct required analyses. This can vary considerably based on 
the complexity of the rule and the need to develop software and other administra- 
tive tools necessary to implement program changes. Furthermore, under Executive 
Order 12866, the Office of Management and Budget is provided up to 90 days re- 
view for each stage of a significant or economically significant rulemaking (although 
0MB has worked closely with us to clear several regulations under significantly 
tighter time-frames). In addition, a regulation requiring an environmental impact 
analysis can take anywhere from 18 to 24 months to complete. Notice and comment 
rulemaking for a proposed rule can include a public comment period ranging from 
30 to 120 days plus additional time to analyze public comments prior to issuing a 
final rule. For other titles, agencies have utilized direct final or interim rulemaking 
authority as appropriate to facilitate the rapid implementation of mandatory pro- 
gram changes or non-si^ificant updates to existing programs. However, given the 
sheer number of regulations needed to implement the farm bill, the limited number 
of staff available for drafting regulations, and the breadth and depth of the 2008 
Farm Bill, it still takes considerable time to address and fully implement every pro- 
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vision of the 2008 Farm Bill. Given the massive volume of work, we have been care- 
ful to give the highest priority to writing the regulations that have the greatest im- 
pact on farmers, ranchers, and other constituents. 

Question 108. Drafting regs — We have heard anecdotal stories that some agen- 
cies have to contract out the regulation writing process. Is this the case? If so, how 
much time does this add to the process? 

Answer. Yes, some agencies within USDA utilize contractors to facilitate the de- 
velopment of regulations. Because the regulatory work load needed to implement a 
farm bill is significantly higher than other times, some agencies rely on contractors 
to provide regulatory drafting and analytical services. Utilizing outside sources aug- 
ments the work of existing dedicated staff and increases the ability of an agency 
to implement regulations in a more timely fashion. 

Questions Submitted by Hon. Stephanie Herseth Sandlin, a Representative 
in Congress from South Dakota 

Question 1. Sun Grant Initiative — Mr. Secretary, as you know, the Sun Grant 
Initiative has been operating since the 2002 Farm Bill, was reauthorized in the 
2008 Farm Bill, and received programmatic funding through the Fiscal Year 2010 
Agriculture Appropriations Bill. South Dakota State University helps to lead the 
initiative, which is a national effort of regionally based competitive biomass research 
programs. 

The Growing America’s Fuel document released by the Administration mentions 
that five regional centers will be developed to lead the nation in terms of bioenergy 
feedstock research and development. 

The Fiscal Year 2011 budget request proposes $33 million, out of an overall in- 
crease of $163 million for USDA’s Agriculture and Food Research Initiative, to be 
targeted to bioenergy research, including funding for university-based biomass re- 
search centers. Another $10 million in proposed increases in FYll for the Agricul- 
tural Research Service would be designated to support five new, regionally diverse 
bioenergy feedstock research centers. 

I believe the SGI centers have the requisite expertise, experience, regional diver- 
sity, and working partnerships with private industry, to both carry out its author- 
ization and accommodate the regional biomass research program proposed by the 
Administration. 

If the five centers mentioned in the Growing America’s Fuel document aren’t the 
five Sun Grant Initiative regional centers, how would the department explain the 
need for additional centers and that five new centers would not be duplicative? 

Answer. The USDA Centers are being created by coordinating current research 
conducted by the USDA Agricultural Research Service (ARS) and Forest Service, 
thus building on existing USDA research strength to support Congress’ goal to pro- 
vide 36 billion gallons of renewable fuels by 2022. The USDA centers, organized 
from ongoing ARS and Forest Service research on alternative energy sources, will 
not duplicate but complement SGI efforts by taking full advantage of current Fed- 
eral capabilities and resources. Without taking action, the nation may not be able 
to produce the large amounts of feedstocks required to achieve this goal. 

The five USDA Regional Biomass Research Centers will fully leverage relevant 
research capacities at university, for-profit, and other governmental research part- 
ners. Thus, the Centers are fully complementary to the Sun Grant Initiative’s re- 
gional projects, and their partnership with the USDA Centers will enhance the im- 
pact of both Sun Grant and USDA Centers’ research. As stated in the President’s 
budget proposal, each Regional Center will “[cloordinate efforts with research con- 
ducted by the DOE Biomass Program’s Regional Feedstock Partnership [Sun Grant 
Initiative (SGI) efforts], the Integrated Biorefinery project, and the Office of 
Science’s Bioenergy Research Centers.” Further, the “Growing America’s Fuels” doc- 
ument states that “The existing multibillion-dollar national USDA science and re- 
search infrastructure will be used to support the establishment of USDA Regional 
Feedstock Research Centers along with robust partnerships with land grant and 
other universities, industry, and other Federal and state agencies [emphasis added].” 
USDA is committed to ensuring that work at the Regional Biomass Research Cen- 
ters will be closely coordinated with complementary efforts through SGI and else- 
where in order to meiximize the returns from public investments in the USDA Cen- 
ters. 

ARS has coordinated its biofuels research with SGI and other relevant research 
programs and institutions. USDA scientists continue to help coordinate activities for 
research performed under the SGI-DOE Regional Feedstock Partnership and to 
support review of SGI research proposals. ARS welcomes programmatic involvement 
by SGI and other federally-funded programs in the USDA Regional Research Cen- 
ters. 
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Question 2. Agriculture and Food Research Initiative Competitive Grants 
Program (AFRI) — I understand that the Agriculture and Food Research Initiative 
Competitive Grants Program has yet to make its first awards for its feedstocks and 
climate change programs. My office recently has been told that the current Request 
for Applications will be committing funds for 5 years out at levels greater than the 
current budget. Is that information accurate? And we’ve also been told that USDA 
plans to increase the AFRI to levels that are greater than the program’s current 
budget. If that information is also accurate, how does USDA plan to accomplish that 
funding increase for the AFRI? 

Answer. NIFA is moving to manage competitive grants funding in a different way. 
However, this change will not commit funds greater than the current appropriation. 
NIFA will be funding the larger AFRI grants on a year-by-year basis, making what 
are known as “continuation” grants. This allows for a much higher level of post- 
award oversight and quality control since funds are allocated in the out-years only 
after NIFA makes an evaluation of progress based on site visits and documentation 
provided by the grantees. Future years of funding are dependent on awardees reach- 
ing the milestones identified in the funding agreement. This funding mechanism is 
routinely used by NIH and NSF and brings AFRI into alignment with the best prac- 
tices of other competitive science agencies. The flexibility in the management of 
AFRI funds will allow NIFA to adjust to any appropriation level determined by Con- 
gress. 

Question 3. Rural Energy for America Program — One of my priorities in the 
2008 Farm Bill was the Rural Energy for America Program. I’d like to thank the 
department for issuing proposed rules last week for the Biorefinery Assistance 
Guaranteed Loan program. Repowering Assistance Payments to Eligible Biorefin- 
eries, and the Advanced Biofuel Payment Program. I believe that streamlining deliv- 
ery of REAP to farmers and rural businesses is critical. My understanding is that 
the department hasn’t released the REAP funding notice for Fiscal Year 2010. The 
sooner we get REAP funds going out the door going the more jobs will be created 
and clean energy and energy efficiency technology deployed. Is there anything Con- 
gress can do to with respect to the rebates, pre-approved technologies, or something 
else, to speed delivery and make funding decisions faster and more efficient, and 
less staff and applicant time-intensive? 

Answer. The REAP funding notice was published on April 26, 2010. The Agency 
is currently drafting a Proposed Rule which will streamline the application process, 
potentially reducing the paperwork burden and cost to applicants. In addition, the 
streamlined process will require fewer staff hours to review applications. 

Question 4. Possible Native American Farm Bill Title — Mr. Secretary, as you 
know, there are very high poverty and unemployment rates among Native Ameri- 
cans who live on reservations in the Northern Great Plains, including in South Da- 
kota. To a large extent, the private sector economy for these Tribes is dependent 
on agriculture, unlike many other tribes in other parts of the country. I believe 
USDA can do a great deal to help these Tribes and their enrolled Tribal members. 

I am considering proposing an Indian Title to the next farm bill where we can 
adapt all USDA programs to the special needs of the Tribes, from commodity pro- 
grams to rural development and broadband to nutrition programs. What are your 
thoughts on such a proposal? 

Answer. USDA has numerous programs that were designed to address the cre- 
ation of farm safety nets, improved rural economic development, broadband, and nu- 
trition, among others. There is a long and sustained history of poverty and unem- 
ployment in Tribal areas, and often programs designed to address general needs do 
not reach the unique circumstances in Tribal communities. While we agree with 
Congresswoman Herseth Sandlin that these circumstances are acute in the North- 
ern Great Plains, many Tribes throughout the rest of the country could benefit 
greatly by programs tailored more specifically to meet their unique needs. The 
unique land status of reservation Tribes; the high rates of diabetes and obesity in 
some Native communities; the housing and jobs creation needs of these citizens liv- 
ing in sometimes the most remote areas of our country, call for unique and focused 
ways to address long-term unemployment and the need for rural economic develop- 
ment. 

Within USDA’s Action Plan in Response to the Presidential Memorandum on 
Tribal Consultation and Collaboration, USDA committed to Tribal consultation re- 
garding the farm bill. USDA also reaffirmed its commitment to take steps to im- 
prove Tribal consultation generally and address the needs of Tribes through im- 
proved collaboration and cooperation with Tribal governments. Should the Congress- 
woman choose to move forward with an Indian Title to the next farm bill, USDA 
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will work with Congress and the Administration to craft such a Title and would in- 
corporate drafts of such Title in pre-farm bill consultation efforts. 

Question 5. Prevented Planting — I have recently held eight meeting in north- 
eastern South Dakota to address the ongoing complications with flooding that occur 
in the Northern Great Plains. It’s clear that agricultural producers have been some 
of the hardest hit by flooding. Many suffered losses a year ago and are again watch- 
ing as their fields are covered by water. As part of the Federal Crop Insurance Pro- 
gram updated in the 2008 Farm Bill, prevented planting payments play an integral 
part in the farm safety net. Crop insurance agents have been telling producers that, 
although they have insured the land for the last several years and the land would 
be planted in a non-flood year, they may not see prevented planting payments this 
year. 

Some of my producers are concerned about being able to obtain prevented plant- 
ing. Can you explain the interpretation changes of the policies regarding prevented 
planting payments the Risk Management Agency (RMA) intends to enforce? 

Answer. There have been no changes in RMA’s prevented planting policy provi- 
sions for many years, including the 2010 crop year. 

RMA issued Claims Advisories on May 29, 2007, (IS-07-007) and May 10, 2010, 
(IS-10-002.1) and a Final Agency Determination (FAD-110) on February 25, 2010. 
Approved Insurance Providers (AIPs) were advised to remind their agents and in- 
form their policyholders of the following FCIC-issued procedure contained in the 
2007 Prevented Planting Loss Adjustment Standards Handbook, which addresses 
acreage that is generally “unavailable for planting” and not eligible for prevented 
planting coverage: 

Acreage that in normal weather patterns is normally wet throughout the final 
and late planting period and that would only be available to plant in abnor- 
mally dry conditions. Because of the normally wet conditions from year to year 
on such acreage, this acreage is likely to have well established cattails, peren- 
nial weeds, and perennial grasses that increase the likelihood of the acreage 
being unavailable for planting even in the driest year. Unavailability of such 
land increases in this situation because of the time, expense, and labor needed 
to remove the well established cattails, weeds, and grasses in time to plant the 
insured crop. 

Prevented planting payments can only be approved when there is an insured 
cause of loss that occurs during the insurance period that prevents producers from 
planting an insured crop on eligible acres, and that acreage not available for plant- 
ing or that does not otherwise comply with policy provisions, is not considered acre- 
age eligible for prevented planting coverage. Claims Advisory IS-10-002.1 advised 
that increased moisture levels in the Prairie Pothole Region have left some acreage 
that was once planted in a perpetual state of inundation (Class V Permanent Ponds 
and Lakes), and other land in a cyclic state of inundation (Class IV Semi-Permanent 
Wetland). These wetlands are usually, but not necessarily, evident by the presence 
of cattails and perennial wetland grasses and weeds. Such acreage is not considered 
to be “available for planting” because it generally cannot be planted even when 
there are no adverse weather conditions. 

FAD-110 provided an interpretation of the provision contained in section 17(f)(8) 
of the Common Crop Insurance Policy Basic Provisions (Basic Provisions), which 
states prevented planting coverage will not be provided for any acreage that exceeds 
the number of eligible acres physically available for planting. FAD-110 confirmed 
that an insured cause of loss is required to occur within the insurance period to be 
eligible for prevented planting, and is consistent with section 508(a)(1) the Federal 
Crop Insurance Act (Act), which states in part, “To qualify for coverage under a plan 
of insurance, the losses of the insured commodity must he due to drought, flood, or 
other natural disaster (as determined by the Secretary),” because normal weather 
conditions are not a covered cause of loss. 

Acreage that a producer is prevented from planting due to an insured cause of 
loss that occurs during the insurance period will continue to be insured provided 
all policy provisions have been met for such acreage. 

Questions Submitted by Hon. Bobby Bright, a Representative in Congress 
from Alabama 

Question 1. Mr. Secretary, as you may know, my district is one of the largest pea- 
nut producing districts in the country. As I travel around southeast Alabama, one 
of the most frequent complaints I hear from my peanut producers is a lack of trans- 
parency in determining weekly peanut prices. From my vantage point, peanut pro- 
ducers should have the same pricing predictability as my cotton farmers — who are 
able to more easily plan for the future because of a simple, transparent pricing 
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scheme. Are you aware of this issue? What are your thoughts on how we could fix 
this problem in the next farm bill? 

Answer. USDA has devoted significant time, expertise, and resources over the 
past several years to improving peanut price transparency and intends to continue 
this effort. The National Agricultural Statistics Service (NASS) developed a weekly 
by-type peanut price survey in 2006 as a first step to addressing this issue. Prior 
to then, farmer stock peanut prices had only been reported on a monthly basis to 
NASS. 

NASS has made periodic survey improvements since then, including the addition 
of questions that specifically: (1) ask buyers to report peanut option prices, and (2) 
attempt to differentiate between cash and contract transactions. Although the qual- 
ity of reported peanut prices has continually improved, the voluntary nature of the 
survey, in addition to incentives on the part of buyers to underreport peanut prices, 
has thus far prevented USDA from obtaining full and accurate peanut prices. 

USDA’s Office of the Inspector General (OIG) completed an audit of farmer stock 
peanut prices reported to NASS and used by the Farm Service Agency (FSA) to de- 
termine program benefits. In its March 2009 Semiannual Report to Congress, OIG 
concluded that peanut prices are not based on reliable market data and rec- 
ommended that FSA seek authority to establish mandatory price reporting of pea- 
nut purchases by buyers, as well as the authority to verify buyers’ reported data 
to NASS. FSA agreed to seek mandatory reporting authority no later than Sep- 
tember 30, 2010. 

Grower interest in Congressionally-mandated reporting of farmer stock peanut 
prices appears to be expanding in response to recent efforts to establish a revenue 
insurance program for peanuts. Expected farmer benefits of mandatory reporting in- 
clude reduced risk for insurance providers considering a peanut revenue insurance 
option, as well as meiximum coverage levels under such a program; increased cov- 
erage levels under RMA’s existing peanut crop insurance program; and additional 
price information to strengthen the negotiating position of peanut farmers. 

USDA suggests that Congress include mandatory price reporting language for 
farmer stock peanuts in the next farm bill. USDA expects that the new requirement 
would bolster survey response levels and lead to more timely and accurate price in- 
formation published by NASS. It might also allow for greater precision in program 
payments and reduced exposure for CCC and taxpayers. 

The enumerated benefits to mandatory price reporting notwithstanding, USDA 
would not expect peanuts to gain the level of price transparency available for cotton 
without significant changes to the way peanuts are marketed and an increase in the 
volume of peanuts traded. The Adjusted World Price (AWP) mechanism mandated 
for upland cotton is possible because cotton is traded in high volumes on the world 
market, and USDA has access to unbiased and reliable world market price data. 
Comparable data for international peanut prices does not exist. Also, there is little 
information available on the quality standards for foreign quotes in the inter- 
national peanut market — unlike for upland cotton, which can be described by up to 
seven internationally-accepted quality standards. 

Peanuts in the U.S. are typically contracted prior to planting and/or harvest, so 
that transactions often reflect prices negotiated months in advance rather than cur- 
rent market-clearing prices. As a result, USDA often must draw from varying 
sources to obtain valid price information for its weekly National Posted Price (NPP), 
which precludes a more transparent process, even under the auspices of mandatory 
reporting. 

Question 2. Mr. Secretary, crop insurance is also a big issue to producers in my 
district. My producers often feel like there aren’t affordable options, considering his- 
torical losses in the southeast are more frequent and more severe than in other 
parts of the country. Compounding this problem is the fact that the new SURE pro- 
gram established in the 2008 Farm Bill favors producers who have higher levels of 
buy-up coverage. As we move forward, it is vitally important that we figure out a 
way to make crop insurance more economical for producers in the Southeast. How 
would you suggest solving this problem? Is there a way to make crop insurance 
work better without spending more Federal dollars? 

Answer. In general, RMA reviews crop insurance premium rates every 3 to 5 
years. Premium rate changes are driven by the historical loss experience. RMA re- 
cently had an external panel of experts conduct a comprehensive review of its APH- 
based premium rating methodology. This study was opened up for public comments 
in order to give concerned parties a chance to review and provide feedback for the 
recommendations made. This also served to make the rating process as transparent 
as possible. Both the final study and responses to comments received were posted 
on RMA’s website on April 23, 2010. The study concluded that RMA’s general ap- 
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proach to developing premium rates is actuarially appropriate, but also identified 
several recommendations for potential improvements which are being considered. 

RMA completed a comprehensive crop insurance study in Arkansas and Mis- 
sissippi in 2008. One of the recommendations of the study was to differentiate rates 
for irrigated and non-irrigated practices. Currently, irrigated and non-irrigated rates 
are, in many cases, the same. RMA is reviewing the irrigated and non-irrigated 
practices for crops in the Southeast and will make changes as necessary. Such 
changes may result in lower rates for some practices, which would make higher lev- 
els of coverage more affordable. 

Questions Submitted by Hon. Travis W. Cbilders, a Representative in Con- 
gress from Mississippi 

Question 1. Secretary Vilsack, I want to first thank you for joining us today to 
begin discussion of the 2012 Farm Bill. Over the course of my 2 years in Congress, 
I have met with hundreds of producers throughout the state of Mississippi. As you 
may know, the entirety of Mississippi agriculture suffered devastating crop losses 
in 2009 after excessive amounts of rain fell during the months of September and 
October. 

Crop Insurance — Recently, many of my producers have expressed concerns over 
their ability to obtain affordable crop insurance. Mississippi currently has 42,300 
farms employing approximately Va of the state’s residents. However, only 19,865 
crop insurance policies were sold so far in 2010. 

The overwhelming consensus among producers and the Mississippi Farm Bureau 
is that producers would prefer to be able purchase affordable crop insurance and 
participate in permanent disaster assistance programs. Mississippians understand 
that ad hoc disaster assistance is not the way forward. However, Mississippi and 
other Southern states rely on unique farming practices. Unlike the Midwest, crop 
rotation and crop diversity on a farm is standard. Specialty crops, including sweet 
potatoes, are produced in large quantities and, as you know, are unable to find crop 
insurance outside of NAP. Agriculture is the number one industry in my state and 
we need to make sure that the 29% of the families in Mississippi that make their 
living in the agriculture industry can continue to do so with adequate support from 
the USDA. 

How can we begin to ensure that programs in the 2012 Farm Bill better address 
the unique farming environment in Mississippi and other southern states? What 
possible solutions can the USDA provide to this Committee to further our discus- 
sions surrounding 2012 farm legislation? 

Answer. In 2008, RMA completed a contracted comprehensive review of the Fed- 
eral crop insurance portfolio in Arkansas and Mississippi. The review found that the 
prevalence of irrigation was a major non-insurance mechanism to mitigate risk. Cot- 
ton, rice and soybeans are the predominant crops planted. Currently, RMA does not 
distinguish between irrigated and non-irrigated practices for corn and soybeans in 
Mississippi. While rates reflect historical experience, premiums are perceived as 
high by producers for irrigated crops. RMA is in the process of reviewing the rating 
methodology and may adjust hy practice, irrigated and non-irrigated crops which 
may reduce rates for irrigated crops. The study also found that rates for cotton and 
rice, which account for much of the planted acreage, are similar to those in other 
states that grow these crops. 

In addition, RMA has engaged with several grower organizations, including rice 
growers, to evaluate and discuss potential alternative risk management stratepes 
including that of lodged or “downed” rice resulting in increased input costs at time 
of harvest. 

Question 2. SURE — In light of the 2009 crop disaster, my producers have become 
intimately familiar with the SURE program and a majority of them have concerns 
regarding the programs ability to adequately protect their farming operations. In 
addition, it has come to my attention that in 2008 the State of Iowa received 
$135,292,768 (only $39,497,100 was due to the Recovery Act plus up) in SURE pay- 
ments while Mississippi received only $1,092,756 with half of this amount coming 
from the Recovery Act SURE plus up. (And Mississippi suffered extreme losses due 
to Hurricane Gustav). 

How do you suggest we address the inequalities in the SURE program, particu- 
larly in the State of Mississippi and the Southeast? 

Answer. It is difficult to make state-to-state comparisons regarding SURE. Al- 
though the dollars currently paid under SURE in Mississippi and Iowa are signifi- 
cantly different, SURE sign up and assistance provided under SURE for 2008 crops 
is by no means is close to being complete. State comparisons are also made difficult 
as the agricultural commodities and number of acres farmed in different states var- 
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ies significantly, and individual states are impacted to varying degrees by natural 
disasters in any particular year. 

SURE is the first permanent disaster program that has compensated producers 
for losses of production, quality, and revenue on all crops for which they have an 
interest. Also, it is the first program that bases its assistance on the risk tools and 
levels of insurance coverage a producer elects to protect their crop investment. Pro- 
ducers have historically been compensated for crop losses by crop rather than look- 
ing at the overall loss for the farm. Producers who have larger farming operations 
spanning multiple counties, grow more diversified crops, or are in an area that has 
a longer growing season may find that it may be more difficult to qualify for SURE 
due to the fact that a crop not suffering a loss can offset the loss of other crops suf- 
fering a loss. Finally, there are areas of the country where producers do take greater 
advantage of the insurance tools available to them and this may impact how much 
producers in any area receive in SURE pa 3 Tnents. However, USDA has not done any 
analysis to determine whether this is a factor that explains the variability in SURE 
payments across states. 

As work begins on the next farm bill, I look forward to working with you regard- 
ing USDA’s permanent disaster programs. 

Questions Submitted by Hon. Jerry Moran, a Representative in Congress 
from Kansas 

Question 1. Research Priorities — It has come to my attention that USDA re- 
cently suggested it will no longer fund research projects through the National Insti- 
tute of Food and Agriculture (NIFA) if the research is related to either grain-based 
or cellulosic ethanol. This suggestion is linked to language contained in the March 
30, 2010, “Agriculture and Food Research Initiative Competitive Grants Program, 
Sustainable Bioenergy, FY 2010 Request for Applications.” The specific statement 
of concern is on page four, where the document states: “Bioenergy grants will sup- 
port the start up and growth of a network of Regional Bioenergy CAPs focusing on 
five dedicated energy crops . . . These crops will serve as feedstocks for the produc- 
tion of advanced non-ethanol, infrastructure-compatible fuels and biobased pro- 
ducts . . . .” 

Is USDA discontinuing or considering discontinuing the funding of research re- 
lated to grain-based or cellulosic ethanol, and if so why? 

Answer. The focus of USDA NIFA research is on cellulosic feedstock development 
and sustainable production. However, USDA NIFA continues to provides support for 
first and second generation biofuels (grain-based and cellulosic ethanol) through 
competitive and non-competitive programs, with additional strong focus on accel- 
erating third generation (drop-in) biofuels development — gasoline, biodiesel diesel, 
aviation fuels, and other alcohols such as biobutanol through the Agriculture Food 
Research Initiative. 

The USDA NIFA Agriculture and Food Research Initiative (AFRI) Sustainable 
Bioenergy Program portfolio supports the development of regional systems-based ap- 
proaches for the sustainable production of biofuels, biopower, and biobased products. 
This regional systems approach is in concert with the USDA Agricultural Research 
Service (ARS) and the Department of Energy (DOE)-sponsored regional feedstock 
partnerships, and includes these elements: 

• Deployment of superior genotypes of regionally-appropriate dedicated energy 
crops. 

• Refinement and implementation of sustainable regional feedstock production 
practices. 

• Seamless feedstock logistics. 

• Scalable, sustainable conversion technologies that can accept a diverse range of 
feedstocks. 

• Regional marketing and distribution systems. 

• Regional sustainability analyses, data collection and management, and tools to 
support decision-making. 

• A well trained workforce with the capacity to fill the cross-disciplinary needs 
of the biofuels industry. 

Question 2. USDA currently funds research in many areas where technology or 
management practices have been in existence for numerous years. For instance, 
USDA funds research related to crop systems like wheat, corn, and soybeans and 
livestock systems like cattle, hogs, and poultry. If USDA continues funding research 
in these areas, why would it consider discontinuing funding of either grain-based 
or cellulosic ethanol? 



126 


Answer. DOE has primary responsibility for conversion technology research. Dur- 
ing the last decade DOE and the private sector, as well as USDA, have made large 
research investments in support of grain-based ethanol and cellulosic ethanol. Com- 
mercial-scale facilities are operating for grain-based ethanol and are coming on line 
for cellulosic ethanol. The USDA Rural Development Agency has made large invest- 
ments toward the commercial production of ethanol. 

Historically, USDA Cooperative State Research, Education, and Extension Service 
(CSREES) supported the development of ethanol conversion technologies ($3-$4 mil- 
lion per annum) as part of the National Research Initiative. Although several tech- 
nologies with commercial potential were developed in part with support from NRI, 
the investment was small compared with similar investments by DOE and the pri- 
vate sector. 

The formation of NIFA and the restructuring of AFRI have allowed NIFA to take 
a portfolio approach to support research for bioenergy and biobased products. Re- 
search support for ethanol may be found across several programs. The AFRI Sus- 
tainable Bioenergy Program referenced above is focusing funds on bringing together 
regional systems approaches with emphasis on non-food dedicated feedstock and 
sustainable feedstock development. Since DOE has the lead in conversion, only a 
small proportion of the available AFRI funding will target conversion. 

Question 3. If USDA is not discontinuing or considering discontinuing the funding 
of research related to grain-based or cellulosic ethanol, please explain the purpose 
of the above language in the Sustainable Bioenergy, 2010 Request for Applications, 
and what USDA is doing to further research on feedstocks, co-products, and produc- 
tion processes of grain-based and cellulosic ethanol? 

Answer. AFRI is looking to maximize/leverage its program funds to address com- 
plete supply chains, and accelerate the commercialization of advanced biofuel pro- 
duction. The AFRI Sustainable Bioenergy Program integrates research, education, 
and extension toward these goals with the majority of funding targeting feedstock 
genetic development and feedstock production, as well as environmental, economic, 
and social sustainability. 

As stated above, AFRI is one of a suite of programs in NIFA targeting bioenergy 
and biobased products. In 2010, NIFA will provide $28 million in the joint Biomass 
Research and Development Initiative (BRDI) with DOE providing $5 million for a 
total of $33 million available to support research, development, and demonstration 
projects that may include cellulosic ethanol. 

NIFA also supports grain-based and cellulosic ethanol through the Small Business 
Innovation Research (SBIR) program, including feedstock logistics, and conversion 
technologies for biofuels and biobased products. Additional NIFA support for re- 
search, education, and extension related to grain-based and cellulosic ethanol comes 
through leveraging state investments from programs like the Hatch or Mclntire- 
Stennis Formula Grants, and other programs. 

Question 4. Conservation Reserve Program — It is my understanding the Farm 
Service Agency (FSA) has issued an exemption related to eligibility for the contin- 
uous sign-up Conservation Reserve Program (CRP) on expired general CRP acres. 
The exemption applies to the general rule that requires eligible cropland to have 
been planted to an agricultural commodity 4 of the previous 6 crop years from 1996 
to 2001. For those CRP acres that expired Sept. 30, 2009, I understand the exemp- 
tion expires June 1, 2010. It is also my understanding that after June 1, 2010, at 
least portions of the remainder of the field would have to be broken out of grass 
before these buffers would qualify for enrollment in continuous CRP. 

Some of my agricultural producers in Kansas, who had general CRP acres expire 
on September 29, 2010, would like the opportunity to participate in any potential 
general sign-up FSA might conduct this year. At the same time, these producers do 
not want to lose the opportunity to enroll part of their land in continuous CRP with- 
out destrojdng the current grass should they be unsuccessful during the general 
sign-up period. Since it is unlikely the next general sign-up will be completed prior 
to June 1, 2010, would the USDA consider extending the previously mentioned con- 
tinuous CRP exemption until after completion of the next general CRP sign-up for 
those general CRP acres that expired on September 30, 2009? 

Answer. Producers with suitable CRP contracts that expired on September 30, 
2009, were offer the land for re-enrollment into CRP continuous sign-up if the offer 
was submitted by June 1, 2010. Land with contacts expiring at the end of Sep- 
tember of 2009 will generally be eligible, in addition, except for land in trees, to be 
offered for enrollment under the general sign-up that is anticipated this summer. 
The contract effective date of the continuous sign-up offer may be deferred until 
after the announcement of the results of the general sign-up. This provides pro- 
ducers the opportunity to offer the land for both general and continuous sign-up. 
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Questions Submitted by Hon. Steve Kagen, a Representative in Congress 
from Wisconsin 

Question 1. School Nutrition/Farm to School — Can you describe the efforts 
your department has taken to assist local farmers in getting their products into 
local schools? What more can Congress do to help our schools buy fresh local prod- 
ucts from farmers in surrounding areas? 

Answer. As part of the Know Your Farmer, Know Your Food initiative (KYF2), 
USDA has established an interagency Farm to School Team. During this fiscal year, 
the Team is visiting fifteen school districts in nine areas across the country of varied 
demographics and implementation stages of a school’s farm to school efforts. During 
these visits, the Team will work with local farmers, local and state authorities, 
school districts, and community partners to analyze and assess variables that sup- 
port or deter farm-to-school activities, both from the school and farmer perspectives, 
as well as the effects the district’s farm to school activities have had on the school 
and community. The information gathered during these site visits will be used to 
develop and update appropriate resource materials, guidance, and technical assist- 
ance for both schools and farmers to help expand farm to school initiatives across 
the country. 

In addition, USDA recently transmitted a report to Congress entitled “Procure- 
ment of Local Food for Schools,” prepared by the Food and Nutrition Service. This 
report responds to a Congressional directive included in House Report 111-181, that 
accompanied the Agriculture, Rural Development, Food and Drug Administration, 
and Related Agencies Appropriations Act 2010 (Public Law 111-80). In this report, 
USDA provided Congress with suggestions for future Congressional actions that 
may assist USDA in encouraging and streamlining local food purchasing by schools. 
These suggestions were gathered from on-going discussions with various program 
stakeholders and represent some of their ideas for providing incentives and elimi- 
nating barriers to the purchase of local food products. 

Question 2. The farm bill provided funding for a Local and Regional Purchase 
Pilot program to analyze the effects of using local and regional purchase of commod- 
ities in food aid programs. How has the FY2009 funding that went to local and re- 
gional purchase been used? What metrics will you use to report back to this Com- 
mittee regarding the pilot’s effectiveness and possible need for future program 
changes? 

Answer. Please see response to Question 30. under Questions Submitted by Hon. 
Collin C. Peterson, p. 90. 

Question 3. Can you talk about efforts to improve the nutritional value of food 
products our children receive at school? Are there any tools you require that you 
do not have currently to provide all of our kids with quality and healthy food op- 
tions? 

Answer. To update the school program meal patterns in compliance with the lat- 
est Dietary Guidelines, USDA enlisted the assistance of the Institute of Medicine 
(lOM) of the National Academies. lOM released a report in October 2009 with rec- 
ommendations for new meal patterns for the School Meal Programs to bring them 
into conformance with the 2005 Dietary Guidelines. At this time, USDA is carefully 
reviewing lOM’s recommendations and is developing a proposed regulation updating 
the meal patterns for public comment. In the meantime, we are providing technical 
assistance to schools and encouraging them to increase their fruits and vegetables, 
whole grains and fat-free and low-fat dairy products. 

We recently released a Menu Planner for Healthy School Meals, which will help 
schools improve their menu plans: serving more whole grains, fruits, and vegetables, 
and lower amounts of sugar, sodium, and saturated and trans fats in school menus. 
We also have an online toolkit available to assist schools in assessing and improving 
their food offerings, including an online calculator to determine the nutritional con- 
tent of meals sold outside of the meal programs. 

In addition, USDA has been working to reduce or eliminate the levels of fat, so- 
dium, and sugar in foods it makes available to schools and other outlets. Improve- 
ments in USDA-purchased food offerings include: more fresh fruits and vegetables; 
canned fruits packed in natural juice or light syrup; low sodium vegetables; 95% 
lean turkey ham; 97% fat free water-added hams; 85% lean ground beef; 95% lean 
ground beef patties; tuna packed in water; low fat bakery mix; whole wheat flour; 
whole grain rice, oats, pastas, tortillas, and pancakes; meatless spaghetti sauce; re- 
duced fat and reduced sodium cheeses; fat free potato wedges; etc. 

Improving the nutrition and health of all Americans is a top priority for the 
Obama Administration. That’s why we are committed to ensuring that all of Amer- 
ica’s children have access to safe, nutritious, and balanced meals and we have set 
a goal of ending childhood hunger by 2015. We have proposed an historic investment 



128 


of funding over the next 10 years through the upcoming Child Nutrition Reauthor- 
ization to improve our country’s Child Nutrition Programs. USDA believes that 
schools play a vital role in helping children develop healthy eating habits and active 
lifestyles. Improving the quality of school meals and the health of the school envi- 
ronment is critically important to the overall health of our kids, in addition to their 
academic achievement. At the same time, we must improve access to these vital pro- 
grams and take steps to reduce hunger. For this reason, we have urged Congress 
to pass a robust reauthorization bill that supports the President’s request of $10 bil- 
lion in additional funding over 10 years. 

This piece of legislation will make it possible for us to set standards for food 
served in the school environment, reduce gap periods when children lack access to 
critical nutrition, improve the meal pattern standards for School Lunch and Break- 
fast for the first time since 1995, expand direct certification to allow more children 
to be automatically qualified for the program, establish training requirements for 
cafeteria workers, upgrade cafeteria equipment, promote breastfeeding in a mean- 
ingful way, and establish school meal report cards for parents. 

Question 4. Dairy — Dairy farm families in northeast Wisconsin are struggling. 
Last year, at my urging, the USDA acted to assist the sinking U.S. dairy industry. 
What program do you believe helped dairy producers the most? 

Answer. USDA has been working to help the dairy industry for many months. 
Since the beginning of the dairy crisis, USDA has paid dairy producers more than 
$900 million under the Milk Income Loss Contract (MILC) Program. The Fiscal 
Year 2010 Agriculture Appropriations Act authorized $290 million in additional di- 
rect payments to dairy producers, as well as $60 million for the purchase of cheese 
and other products. In addition, USDA temporarily increased the purchase prices 
for Cheddar cheese and nonfat dry milk under the Dairy Product Price Support Pro- 
gram (DPPSP) during August-October 2009 and re-activated the Dairy Export In- 
centive Program (DEIP) USDA has also used full administrative flexibility to make 
alternative loan servicing options available to dairy producers under Farm Service 
Agency loan programs. 

Not all dairy farmers are the same, so it is difficult to say which program helped 
the most. The largest expenditures were made under the MILC program. Since pro- 
duction eligible for payment under the MILC program is capped at 2.985 million 
pounds per fiscal year, MILC payments may have been more beneficial to smaller 
producers than larger producers. In addition, all producers benefited from the in- 
crease in purchase prices under the DPPSP, re-activating DEIP DPPSP, and the as- 
sistance provided under the 2010 Agriculture Appropriations Act. Farm Loan Pro- 
gram policies to forebear foreclosure proceedings and extend additional credit also 
were very beneficial to struggling dairy producers. 

The Secretary has appointed the Dairy Industry Advisory Committee (DIAC) to 
examine what dairy policy would be best for aiding the dairy industry. The Com- 
mittee had its first meeting in April and its second meeting in June 2010. Com- 
mittee recommendations will be important in guiding decisions on what dairy policy 
tools to continue using and what new tools are needed to better assist dairy pro- 
ducers. 

Question 5. Biofuels Tax Credits — I have heard from biodiesel producers in my 
district that they’re concerned about tax credits that expired as of December 31st. 
They are concerned the industry can’t survive without these credits. Do you think 
that our domestic biodiesel industry will be able to survive if the tax credit isn’t 
extended by Memorial Day? Are you concerned that a number of plants won’t re- 
sume production, even if something is done soon? 

Answer. Both the House and Senate have passed bills that provide a 1 year retro- 
active extension of the biodiesel tax incentives. The Administration strongly sup- 
ports the prompt enactment of this extension. 

Question 6. Constituent Concerns and Questions on Dairy Proposals — Mr. 
Secretary, 1 would also like to share with you some questions and comments from 
farmers in my district regarding proposed changes in dairy policies: 

Suggested Proposals — 

Question 6. (Proposal 1.) Moving away from the product price formula to a com- 
petitive pay price. 

I believe the product price formula is necessary because producers are paid on the 
quality of the fluid milk and the cheese yield, which enhances our bottom line pay 
price. 

Answer. Currently USDA utilizes product price formulas to establish minimum 
prices under the Federal milk marketing order program. Producers often receive 
more for their milk than the minimum prices established under Federal orders. 
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These premiums reflect a variety of factors, including the quality of a producer’s 
milk. Since the pricing of a very large percentage of producer milk is regulated by 
Federal and state orders, a new competitive pay price series would most likely re- 
quire that a significant portion of milk be unregulated or sold not subject to min- 
imum pricing regulations. This could put some producers at a competitive disadvan- 
tage relative to the firms that purchase their milk and the producers that continue 
to have the firms they sell to fully regulated under Federal orders. Thus, it is un- 
clear whether a competitive pay price would lead to higher or lower prices paid for 
milk than the current product price formulas. Nevertheless, many producers are 
concerned that “thinly” traded spot market transactions influence the prices used 
in the current product price formulas to establish minimum prices under Federal 
orders and these “thinly” traded spot market transactions may not adequately re- 
flect supply and demand conditions and the true price of milk. 

Various options are being explored by the dairy industry to use an alternative 
price discovery process, including competitive pay prices. Objectives are to have an 
accurate price signal that reflects the current supply-demand balance yet tempers 
price volatility that has occurred over the past 10 years. Any changes to the min- 
imum pricing provisions of the orders would require formal rulemaking. 

Question 6. (Proposal 2.) Reduces the number of classes of milk from four to 
two. 

Again changing the classes of dairy products will reduce premiums that we now 
are awarded for value added dairy products such as yogurt, protein drinks, etc. 

Answer. Currently the Federal milk marketing order program utilizes four classes 
of milk for establishing minimum prices. In most months, the minimum prices es- 
tablished for fluid and soft dairy products are priced higher than the minimum 
prices established for milk used in cheese and butter/nonfat dry milk production. 
Depending on how the minimum prices are established, minimum prices for some 
classes of milk could be higher or lower than minimum prices currently established 
under Federal orders. Furthermore, producers often receive more for their milk than 
the minimum prices established under Federal orders. Therefore, it is impossible to 
say whether reducing the number of classes of milk from four to two would lead 
to higher or lower prices paid to dairy producers. 

Some industry participants have expressed an interest in having two classes of 
milk but have been unable to agree to specific proposals to determine how the two 
classes of milk would be priced. Any changes to the number of classes established 
under the orders would require formal rulemaking. 

Question 6. (Proposal 3.) Eliminating the price support program. 

Should milk always be below the cost of production? Our assurance of payments 
when the CME is far below our cost of production thus insuring us for any payment 
for our cost of milk. 

Answer. The Dairy Product Price Support Program has strengths and weaknesses. 
It is a voluntary program and only works effectively when milk processors are will- 
ing to sell products to the government at the announced purchase price. However, 
it can be very effective in relieving pressure on prices when supply temporarily ex- 
ceeds the demand for milk. Economic theory suggests that in the short run the ben- 
efit to producers is much larger than government expenditures for product pur- 
chases, but also that price declines realized by consumers are also limited by the 
program actions and by purchasing product the Federal Government incurs storage 
costs and product disposal may lead to displacement of commercial sales. Processors 
argue that the program limits innovation and product development by keeping se- 
lected commodity products higher priced than they would be in a the absence of the 
program and by ensuring a minimum return. A new payment program that insured 
that producers receive the cost of production would have to be authorized by Con- 
gress and could lead to lower prices to producers if the additional payments cause 
producers to expand production. 

The Dairy Industry Advisory Committee is examining the Dairy Product Price 
Support Program to determine if it will recommend the program’s continuation, 
modification, or elimination. The Committee is also examining alternative safety net 
programs for dairy producers. 

Question 6. (Proposal 4.) Making changes to Federal orders including going to 
a single order. 

A single order means milk will be moved to any region including states with 
shortages like the northeast and southeast. A producer will be burdened fully for 
the cost of transportation if the milk supply is short in that region. 
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Answer. To meet the objectives of the Agricultural Marketing Agreement Act of 
1937, the geographic borders of milk marketing areas should reflect the common 
area where fluid milk processors compete for milk sales. There are differing opinions 
regarding the appropriate number of orders necessary to reflect competitive mar- 
keting conditions. 

Question 6. (Proposal 5.) Implementing a target price deficiency payment pro- 
gram. 

Would producers fund this program? This would again add to our cost of pro- 
ducing milk like the cwt and advertising costs? 

Answer. The Milk Income Loss Contract program is similar to a target price defi- 
ciency payment program and is paid from government funds. Thus, it does not add 
to milk production costs. Newly proposed programs could be designed with pay- 
ments from government funds or from producer assessments. The advantage of pro- 
ducer-funded programs is that producers can choose target price and payment lev- 
els; however, they also have to fund the program. As you mention, this adds to the 
cost of producing milk through assessments paid on milk marketed. 

Question 6a. Today’s price saw the $1.34 Block price which equates to 10.2 cheese 
yield to $13,668 minus the $2.04 make allowance for the processor brings us to 
$11.62 milk price. The operation cost of production according to the Farm Service 
Agency is $16.00. 

Why is the make allowance to reflect only the cost of the processor. A cost of pro- 
duction index for the producer is not implemented to allow a return to the dairy 
farmer. This is driving rural America to the brink of extinction. 

The suggested proposals above will create complete deregulation of the 
dairy industry. This will lead to vertical integration which will increase 
consumers cost in the grocery store and eliminate independent dairy pro- 
ducers the backbone of rural Wisconsin. 

Answer. The make allowance is an estimate of the cost of converting milk into a 
particular dairy product, in this instance cheese. It is used under Federal orders to 
determine the minimum price that a milk processor must pay for milk. Producers 
often receive more for their milk than the minimum prices established under Fed- 
eral orders. In the absence of Federal orders, the bargaining position of milk proc- 
essors could be enhanced leading to lower prices to dairy producers. 

Questions Submitted by Hon. Blaine Luetkemeyer, a Representative in 
Congress from Missouri 

Question 1. Along the Missouri River, which traverses my Congressional district, 
the U.S. Army Corps of Engineers is digging a series of side channel chutes to pro- 
vide shallow water habitat for the pallid sturgeon. Some calculations indicate that 
they will dump 548 million tons of soil into the river in order to meet the Fish and 
Wildlife Service’s requirement for increased habitat. They are doing this under a 
Clean Water Act permit that they granted themselves, while many of our constitu- 
ents have been nned for dumping what is, comparatively speaking, a miniscule 
amount of sediment into the river. Simultaneously, your conservation programs seek 
to educate river communities on the danger of sediment dumping and nutrient load- 
ing in rivers. Please share USDA’s position on nutrient loading and sediment dump- 
ing into rivers. 

Answer. Prior to human intervention, the Missouri River was an uncontrolled, ac- 
tive river meandering from bluff to bluff and constantly cutting new channels result- 
ing in tremendous quantities of river-borne sediment from the channel and bank 
erosion. However, alteration of the main stem of the Missouri River has caused a 
chain effect of impacts including the Federal listing of three species onto the Endan- 
gered Species List (Pallid Sturgeon, Piping Plover and Least Tern). 

The U.S. Fish and Wildlife Service’s 2003 Amendment to the “2000 Biological 
Opinion of the Operation of the Missouri River Main Stem Reservoir System, Oper- 
ation and Maintenance of the Missouri River Bank Stabilization and Navigation 
Project, and Operation of the Kansas River Reservoir System” requires the USAGE 
to construct 20 to 30 acres of shallow water habitat per river mile in the lower 
reaches of the Missouri River as part of the recovery efforts for endangered species. 
The primary means of accomplishing this habitat restoration is through the con- 
struction of chutes and backwater habitat, which results in discharge of the dredged 
sediment directly into the river. 

The proportion of discharged sediment to sediment already in the stream is an 
important consideration. The 10 year daily average suspended sediment load at Ne- 
braska City in June is approximately 200,000 cubic yards per day, so the discharged 
sediment was equivalent to only 1.5 days of sediment discharge. Therefore, sediment 
discharged into the river from chute restoration projects is a small fraction of the 
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total yearly sediment carried by the river. Moreover, sediment discharges from res- 
toration activities are a one-time event 

The primary purpose of USDA’s investment for upland on-farm soil and water 
conservation practices is to ensure sustained productivity of agricultural lands as 
well as to minimize the impacts of nonpoint source pollution in our upstream res- 
ervoirs, streams and groundwater supplies. On-farm conservation practices ensure 
sustainability of these lands, while allowing for agricultural production. 

Sediment reduction from the upland on-farm soil and water conservation practices 
is generally a separate issue from the concerns regarding sediment loading in the 
Missouri River. Historically, very little sediment from the uplands of the Missouri 
Basin reached the main stem of the river because the land was protected by a blan- 
ket of native prairie grasses. Today’s on-farm soil and water conservation practices 
on working lands approximate the effectiveness of the former prairie by establishing 
agricultural sustainability within farming and ranching operations. The majority of 
river-horne sediment is historically derived from bank erosion of the river and its 
main tributaries. Dams and channelization have greatly reduced sediment levels in 
the river, but the majority of the remaining sediment flow in the river still comes 
from river hank and bottom erosion. 

Question 2. Are you aware of any collaboration between the Army Corps of Engi- 
neers, the Fish and Wildlife Service and USDA on this issue? In your opinion, how 
can USDA work with the Fish and Wildlife Service, EPA, and the Corps to better 
educate them on the harmful effects of nutrient loading in the Mississippi River and 
its tributaries? 

Answer. There are many ongoing collaborative efforts between USDA, EPA, 
USEWS and the USACE that allow for discussion of nutrient loading concerns in 
the Missouri River and its tributaries. 

The Missouri River Recovery Implementation Committee (MRRIC) is a stake- 
holder group, which includes all of the Federal agencies. This group is required by 
law to provide input to the Missouri River Ecosystem and Restoration Planning 
process led by the USACE. Technical teams from that Committee will be providing 
input to MRRIC, including issues related to water quality concerns in the Missouri 
River and its tributaries. 

The Cooperating Agencies Team (CAT) is the group of Federal agencies required 
by law to work with the USACE in the actual development of the Missouri River 
Ecosystem and Restoration Plan. Water quality within the river will be a critical 
component of the planning process. 

The Missouri River Authorized Purposes Study (MRAPS) is a congressionally 
mandated study to reevaluate the original purposes of the Missouri River Elood 
Control Act of 1944. MRAPS is the first-ever review of the legislation that created 
the system of dams and reservoirs on the Missouri River and major tributaries. The 
study will analyze the current eight authorized purposes in view of current basin 
values and priorities to determine if changes to these purposes and existing Federal 
water resource infrastructure may be warranted. The study began in October 2009, 
and is targeted for completion in 5 years. The eight authorized purposes are: Irriga- 
tion, Water Quality, Flood Control, Recreation, Navigation, Hydropower, Water Sup- 
ply, and Fish and Wildlife. The study team will work collaboratively with Tribes, 
Federal and state agencies, stakeholders, and the general public to seek input to 
the study through a wide variety of communications tools. 

The Missouri River Sediment Action Committee (MSAC) is a citizen action group 
from the Upper Missouri River Basin who is very concerned about the loss of recre- 
ation and degradation of water quality within the reservoirs on the main stem of 
the Missouri River. They engage all of the Federal agencies in their studies and ac- 
tion plans related to sedimentation of the reservoirs. 

The USDA Natural Resources Conservation Service’s (NRCS) State Technical 
Committees solicit input from a wide range of Federal, state and local agencies, 
farm organizations, conservation groups, individual landowners and others to im- 
prove implementation of the USDA conservation programs. These Committee Meet- 
ings provide another forum for discussion of water quality issues related to the Mis- 
souri River and its tributaries. 

These are examples of the many ongoing opportunities for dialogue between 
USDA, EPA, USFWS, USACE and others regarding nutrient loading within the 
Missouri River and its tributaries. 

NRCS also is involved with a number of partners including the U. S. Army Corps 
of Engineers, the U. S. Fish and Wildlife Service and EPA to help address Missouri 
River Basin environmental issues. 

NRCS has established a full-time Missouri River Basin Coordinator to work di- 
rectly with the Cooperating Agencies Team, and the Missouri River Recovery Imple- 
mentation Committee, to ensure that private lands conservation is adequately ad- 
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dressed in the Missouri River Ecosystem and Restoration Plan. NRCS’s commitment 
to a full-time coordinator also allows for direct engagement in other Missouri River 
issues such as the Missouri River Authorized Purposes Study and the Missouri 
River Sediment Action Committee. 

NRCS in Nebraska is working with several partners to restore nearly 19,000 acres 
of wetland and associated upland habitat in a corridor along the Missouri River 
through the nation’s first Wetlands Reserve Enhancement Program (WREP) project. 
In Fiscal Year 2010, Nebraska will use nearly 75 percent of the state’s $23 million 
Wetlands Reserve Program (WRP) funding in this WREP area to restore wetlands 
and associated upland habitat. NRCS has cooperated with the USACE to incor- 
porate some chute and backwater habitat restoration within WRP easements along 
the Missouri River where such aquatic habitat improvement is compatible with the 
purpose and management of the individual easement. 

The agency also is working in partnership with other agencies and landowners 
in Nebraska and South Dakota, through the Missouri River Futures, to provide as- 
sistance to meet the unique natural resources needs of the unchannelized portion 
of the Missouri River corridor. The Missouri River Futures has engaged over 40 or- 
ganizations in identifying potential improvement projects along the river and then 
seeks funding sources to accomplish many of those projects. 

USDA is fully committed to working with Missouri River Basin partners and pri- 
vate landowners to continue to find ways to more effectively utilize our conservation 
programs to address the unique natural resources needs. 

Questions Submitted by Hon. Scott Murphy, a Representative in Congress 
from New York 

Question 1. Several communities in New York’s 20th District (Village of Red Hook 
and the Town of Moreau) have unsuccessfully applied for Rural Development loans 
and grants to fund Water and Waste Disposal systems. Although these communities 
meet the general definition of rural community, they have been declared ineligible 
due to USDA’s interpretation of population criteria. 

Recently, USDA Rural Development submitted a guidance memo stating that 
when determining if an area is eligible for a Water & Waste Disposal loan, loan 
guarantee or grant, Rural Development employees should define “rural” or “rural 
areas” as a city, town or unincorporated area that has a population of no more than 
10,000 inhabitants. The guidance makes no mention of the project’s service area, 
which can be significantly less than the 10,000 person threshold. 

For example, the Village of Red Hook with a population of 1,805 — well within lim- 
its for the Rural Development program — recently received an indication from the 
USDA that because of its inclusion of a small portion of the Township of Red Hook 
in the service area, the project may be ineligible due to population restrictions. 
Using USDA’s criteria, the Village of Red Hook’s population must be added to both 
the populations of the Town of Red Hook and the incorporated Village of Tivoli — 
some 6 miles distant and served by its own sewer system. As a result, the project 
has been determined ineligible because the population is calculated to be 10,408 — 
this despite the fact that the water system will serve 2,500 people. 


Incorporated Village of Red Hook 

1,805 

Town of Red Hook 

7,440 

Incorporated Village of Tivoli 

1,163 

Total 

10,408 


Why has USDA decided to use city, town, or unincorporated population as eligi- 
bility criteria for Water & Waste Disposal grants and loans when many of these 
water projects service rural areas that fall well below the city, town, or township 
population limits? 

Answer. The Agency is compl3dng with statutory requirements with regard to eli- 
gibility. Section 306 of the Consolidated Farm and Rural Development Act 
(CONACT) authorizes the Secretary to issue water and waste disposal-related loans 
and grants to entities serving rural areas. The 2008 Farm Bill defines “rural” and 
“rural area” as “a city, town, or unincorporated area that has a population of no 
more than 10,000” for the purpose of water and waste disposal loan and grants and 
guarantees. 

Question 2. What efforts has USDA made to ensure that rural communities, like 
the Village of Red Hook, can take advantage of Rural Development Programs, even 
if these locations fall within larger jurisdictions? 
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Answer. USDA, through its Rural Development field offices, works with commu- 
nities to determine all possible sources of funding, including programs across Rural 
Development and other Federal, state and local funding partners. 

Question 3. The 2008 Farm Bill directs the USDA to report on the various defini- 
tions of “rural” it uses by next month and to assess the impacts these definitions 
have on program delivery. Can you give us an idea of what you have found so far, 
particularly if you think the varying definitions of the term are causing problems 
with targeting loans and grants where they are most needed? 

Answer. We will be reporting to the Congress later this summer and it 
would be premature to speeulate about our conclusions at this time. 

Any targeted program is apt to create difficult boundary issues, and the various 
2008 Farm Bill definitions of rural are no exception. The difficulties typically arise 
with regard to communities that “look and feel” rural but that fall on the wrong 
side of an essentially arbitrary line drawn on the basis of geographic location, in- 
come, or population size. These issues are of course not unique to rurality; any 
means tested program, for example, will face similar issues related to the appro- 
priate definition of income. 

The challenge is therefore not the identification of problems with the current defi- 
nition. The real challenge is to devise some other definitional scheme that reduces 
or at least simplifies these issues, given the reality that the boundary issues are 
unavoidable. We are stud 3 dng these issues and will offer a recommendation to Con- 
gress later this year. 

The challenge is therefore not the identification of problems with the current defi- 
nition. The real challenge is to devise some other definitional scheme that reduces 
or at least simplifies these issues, given the reality that the boundary issues are 
unavoidable. We are stud 3 dng these issues and will offer a recommendation to Con- 
gress later this year. 

Questions Submitted by Hon. Timotby V. Johnson, a Representative in Con- 
gress from Illinois 

Question 1. Mr. Secretary, could you please provide an update on the Depart- 
ment’s outreach and educational efforts when it comes to the Average Crop Revenue 
Election Program (ACRE)? What are you doing to ensure that Farm Service Agency 
County Staff are adequately trained in providing consistent and quality information 
to producers? 

Answer. FSA remains committed to ensuring FSA’s field staff is knowledgeable 
and helpful to producers regarding the Average Crop Revenue Election (ACRE) and 
its relationship with the Direct and Counter-Cyclical Payments Program (DCP). 

First, FSA has provided several tools to field staff for educating producers on this 
program. These include informational materials for State and County offices, ongo- 
ing Public Service Announcements and other media outreach from the national of- 
fice, and targeted outreach at the local level (including translation services) to So- 
cially Disadvantaged producers. FSA has conducted informational meetings regard- 
ing Acre at the local level, and is working closely with state extension officials and 
the private sector to provide as many public venues as possible for producers to 
bring questions to FSA staff. 

At the same time, we understand the particularly complex nature of this program 
for both producers and FSA staff, and we have taken extra steps to educate staff 
regarding the ACRE program. FSA conducted standard “face-to-face” program train- 
ing regarding ACRE before the program’s first sign-up in 2009; for the first time, 
staff members were also trained directly by national program staff during a live 
webinar training session. As sign-up went on, FSA national program staff conducted 
numerous conference calls and online meetings to continue answering staff ques- 
tions regarding the program. 

During the 2010 sign-up, FSA provided all State Offices with ACRE enrollment 
data to enable additional follow-up by state officials to County Offices whose DCP 
and ACRE enrollment rates lag behind the national average. FSA is closely moni- 
toring these enrollment figures, and national program staff is working closely with 
State and County staff to ensure quality responses to producer questions regarding 
ACRE. 

Question 2. As you know the ACRE program (created in the 2008 Farm Bill) pro- 
vides a revenue based option for producers. The economic safety net is of paramount 
importance as we continue to work through the implementation of the current farm 
bill and begin earnest discussions on the next farm bill. Many producers in the 15th 
District of Illinois have suggested that ACRE could be more effective if it used coun- 
ty level triggers as opposed to state triggers. How do you view such a proposal? 

Answer. As you know, the state trigger is considered to be met if the actual state 
yield times the higher of the national average market price or 70 percent of the na- 
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tional average loan rate is less than 90 percent of the state 5 year peld times the 
2 year national average market price. 

If future legislation substituted county 3 delds rather than state yields, as indi- 
cated above, the impact of a change in yields at the county level rather than the 
state level may be more reflective of an individual producer’s yields in some situa- 
tions. Presently, state yield information is provided through data obtained from 
NASS. This would increase the difficulty of administering an ACRE program with 
county triggers. In addition, ACRE payments under a county ACRE program could 
vary widely from county to county even though farm yields near county boundaries 
may be quite similar. Furthermore, such a program would have to be considered rel- 
ative to programs currently being offered through USDA’s Risk Management Agen- 
cy, and would have to fall within the farm bill’s budget constraint. 

Question 3. As you know, pollinators play a crucial role in helping produce the 
foods that we eat. According to scientists at universities and USDA, it is estimated 
that pollinators are involved in one out of every three bites of food that we eat. A 
CRS Report by Renee Johnson places the commercial value of honey bees between 
$15 and $20 billion annually. The 2008 Farm Bill included a yearly $10 million au- 
thorization through FY 2012 aimed at research and extension grants for pollinator 
protection. Could you please provide me with an update as to how much and how 
this money has been spent as well as some remarks on the cause of and progress 
against Colony Collapse Disorder? 

Answer. Colony collapse disorder (CCD) has caused beekeepers to experience total 
colony losses in the 30 percent range each year since 2006. Although a long-term 
prognosis is not yet possible, the situation is not considered sustainable. The Agri- 
cultural Research Service (ARS) and the National Institute of Food and Agriculture 
(NIFA) continue to co-chair the Federal CCD Steering Committee, which addressed 
the crisis through the CCD Action Plan. The Natural Resources Conservation Serv- 
ice (NRCS) chairs the Interagency USDA Pollinator Protection Committee which ad- 
dresses pollinators more broadly. 

Of the $10 million authorized by the 2008 Farm Bill for CCD, the new funding 
has been appropriated as follows: 

• ARS has brought its total budget for pollinator research from $9.3 million (FY 
2007) before the 2008 Farm Bill to $11.7 million (FY 2010), with an additional 
$500,000 in the President’s FY 2011 request. Temporary ARS funding also in- 
cludes a $5 million ($1 million per year) area wide project to test best manage- 
ment practices for honey bees. 

• NIFA’s total spending on CCD and pollinator protection went from $1 million 
in 2007 to $4 million in 2010. Of this $4 million, $3 million has been appro- 
priated to its Agriculture and Food Research Initiative (AFRI). NIFA’s funding 
includes a Coordinated Agricultural Project (CAP) which was initiated in 2008 
and is expected to be continued through 2012. The CAP focuses on research and 
extension aimed at producing healthier bees and to provide outreach to bee- 
keepers and the public on topics relevant to bee health including CCD. 

• Since the $2.25 million authorized by the 2008 Farm Bill for the bee health sur- 
vey for each year from 2008 to 2012 has not been appropriated, the Animal and 
Plant Health Inspection Service (APHIS) has provided $150,000 in 2009 and 
$550,000 in 2010 from existing Section 10201 funding. 

Overall, USDA research has focused on data collection, analysis, research, and 
mitigation, in accordance with the CCD Action Plan. It now seems clear that CCD 
starts with multiple stressors on colony health: long distance transportation, loss of 
bee forage, the increasing use of systemic pesticides, the varroa mite and need to 
apply miticides, toxins building up in bee feed, and a variety of viruses and other 
pathogens. In essence, when numbers drop below 10,000 bees per colony over win- 
ter, the colony can no longer produce the next generation of bees and collapses. Sev- 
eral studies have documented extremely high pathogen and pesticide loads in dis- 
eased bee colonies, particularly viruses such as the Israeli acute paralysis virus and 
deformed wing virus, as well as the parasite nosema. Moreover, one recent study 
indicates that these stressors may synergize with one another; pesticides in par- 
ticular can stress bee immune systems and make them more susceptible to viruses, 
pests such as the highly detrimental varroa mite, and parasites. Collectively, these 
findings indicate that colony collapse is likely the result of stress overload. New 
funding is being used to address these important leads, particularly pesticide, patho- 
gen, pest interactions, environmental stressors, and providing more robust bees for 
pollination by breeding better bees and providing nutritional supplements for bee 
build up. 
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Questions Submitted by Hon. Deborah L. Halvorson, a Representative in 
Congress from Illinois 

Question 1. Are there adjustments you will be suggesting to the farm bill that ad- 
dresses the safety net provisions for program crop farmers and if so, what are they? 

Answer. USDA is looking forward to working very closely with Members of Con- 
gress and Agriculture Committee Members to provide payment, crop and other sta- 
tistical data that would indicate the scope and assistance provided by current safety 
net provisions. FSA expects to offer suggestions that would potentially administra- 
tive burdens and add to the effectiveness and timeliness of Federal farm program 
delivery. 

Question 2. Will the Department of Agriculture be making specific recommenda- 
tions for farm program provisions and if so when? 

Answer. USDA is looking forward to working very closely with Members of Con- 
gress and Agriculture Committee Members to provide payment, crop and other sta- 
tistical data that would indicate the scope and assistance provided by current safety 
net provisions. USDA would like to work with the House and Senate Agriculture 
Committees to develop a bipartisan 2012 Farm Bill that reduces administrative bur- 
dens on our farmers and ranchers and improves the effectiveness of the farm safety 
net. 

Question 3. Will revenue based safety nets be able to be considered down to at 
least the county level? 

Answer. Current farm legislation provides that state level and farm level data will 
be used to determine when a farm is eligible for an ACRE payment. A change in 
the Food, Conservation and Energy Act of 2008 would be required to move the state 
level trigger down to the county level trigger. Data for county level triggers may be 
significantly harder to obtain because NASS does not, in all cases, provide yield in- 
formation at the county level. 

Question 3a. Many farmers in my state are interested in the revenue based safety 
net program and an appealing provision would be county level coverage for the 
ACRE program. 

Answer. A county-based ACRE program would create substantial data challenges 
for FSA. NASS data is considered the first choice as the most reliable yield data 
available. However, there are many counties that NASS does not report production 
and acreage data, particularly for the “other oilseeds,” pulse crops, and other com- 
modities grown in non-major producing areas. Collecting reliable yield data should 
be a priority, if the move is made to a county level trigger. 

Establishing state-level guarantee and actual yields for the ACRE program has 
presented challenges. For example, there are 33 states that state-level guarantee 
and actual yields are needed for sunflower seed that NASS does not report a yield. 
In addition, ACRE payments under a county ACRE program could vary widely from 
county to county even though farm yields near county boundaries may be quite simi- 
lar. Furthermore, such a program would have to be considered relative to programs 
currently being offered through USDA’s Risk Management Agency, and would have 
to meet the farm bill’s budget constraint. 

Question 4. What is USDA doing to improve agriculture exports, especially in the 
dairy and meat sectors? 

Answer. We are putting a renewed emphasis on trade at USDA as we work with 
nations across the world to achieve a level playing field. USDA is committed to 
working to ensure that U.S. farmers have fair market access, a strong under- 
standing of key market trends, and support in overcoming constraints such as tight 
credit in international markets. 

The Fiscal Year 2011 export forecast for livestock, poultry, and dairy products is 
raised by almost $200 million to $20.3 billion. The forecast for broiler meat is re- 
vised upward by nearly $300 million to $3 billion, as prices have been resilient de- 
spite the implementation of sanitary requirements by Russia and market access 
issues in several other countries. The dairy export forecast is raised slightly to $2.9 
billion due to strong global dairy prices and expected recovery in milk powder sales. 
Pork exports are reduced by over $100 million to $4.1 billion on lower quantities 
as tight domestic supplies and limit U.S. shipments. For the same reason, beef and 
pork variety meats are dropped to just over $1 billion. Beef exports are unchanged 
at $3 billion. 

For U.S. beef. Under Secretary for Farm and Foreign Agricultural Services James 
Miller has traveled to Japan and China where restrictions still exist due to per- 
ceived risks associated with BSE, to revitalize ongoing efforts to further expand ac- 
cess for U.S. beef and beef products. The Secretary also recently returned from 
Japan where he pressed for the two sides to develop a mutually agreeable frame- 
work for negotiating expanded beef access. In the coming months, we will seek addi- 
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tional opportunities to further engage Japan, China, Mexico, and Hong Kong. Re- 
cent efforts with China and Russia opened markets for pork, with respect to pork 
headed to China, we are striving to assure that Chinese import requirements are 
consistent with international standards. 

To date for FY 2010, USDA has guaranteed approximately $75 million of beef and 
pork exports under the GSM-102 Export Credit Guarantee Program. During times 
of slow global economic growth and tight credit the GSM-102 Program encourages 
the extension of credit by U.S. banks for sales of U.S. agricultural exports, thus en- 
couraging exports to buyers primarily in developing countries. In 2010, the U.S. 
Meat Export Federation received $15.7 million in funds under the Market Access 
Program and $1.7 million under the Foreign Market Development program. 

For dairy products, we are engaged in several areas. The Dairy Export Incentive 
Program (DEIP). DEIP helps U.S. dairy exporters meet prevailing world prices and 
encourages the development of international export markets in countries or regions 
where U.S. dairy products are disadvantaged due to subsidized dairy products from 
other countries. On May 22, 2009, facing poor domestic market conditions and the 
reintroduction of dairy export subsidies by the European Union, USDA announced 
DEIP allocations for the July 2008 through June 2009 year, as allowed under the 
rules of the World Trade Organization. On July 6, 2009, the initial tranche of alloca- 
tions for the July 2009 through June 2010 year was announced. Since July 2009, 
USDA has awarded bonuses for the export of 37,228 metric tons of nonfat dry milk 
17,470 metric tons of butterfat and 1,843 metric tons of cheese. The program has 
facilitated sales of U.S. dairy products to Africa, the Middle East, Asia/Eurasia, Cen- 
tral and South America, and the Caribbean. 

The Department of Agriculture was able to delay China’s implementation of any 
new dairy certification requirements and we are advocating science-based require- 
ments that are consistent with international guidelines in our continuing engage- 
ment with Chinese officials. 

In 2010, the U.S. Dairy Export Council received $4.3 million in funds under the 
Market Access Program and $700,000 under the Foreign Market Development pro- 
gram. 

Questions Submitted by Hon. Kurt Schrader, a Representative in Congress 
from Oregon 

Question 1. Title X of the 2008 Farm Bill is particularly important to my state 
which is primarily specialty crops. I would like to hear your views on the impor- 
tance of Title X in the next farm bill. 

Answer. USDA commends Congress for including, for the first time, a specialty 
crop and organic agriculture title in a farm bill. This Administration is committed 
to the importance of fresh, nutritious food and organic agriculture. President Obama 
has made a safe, sustainable, and nutritious food supply a central goal for USDA. 

As Congress begins discussions for the 2012 Farm Bill, USDA encourages mem- 
bers to recognize, as they did in drafting the 2008 Farm Bill, the importance of 
these valuable segments of U.S. agriculture. 

Question 2. The Forest Service is a shadow of what it used to be. It appears the 
FS can no longer help our forests and no longer promotes jobs. In my opinion we 
should either do away with or make enough of investment to keep forests healthy, 
create jobs and make vibrant rural communities. With that said, the farm bill asked 
for national priorities for forest land to be established. With this being the case, how 
come it’s taken the Forest Service so long to select members of the State Forest 
Stewardship Coordinating Committee? 

Answer. Each state forestry agency is responsible for selecting and convening its 
State Forest Stewardship Coordinating Committee (SFSCC). These committees were 
first established in 1990, and have been functioning since then. The 2008 Farm Bill 
added a member of the State Technical Committee (chaired by the Natural Re- 
sources Conservation Service) to the SFSCC. If there is a question regarding the 
SFSCC in a particular state we can follow up. 

If the question is more focused on the Forest Resource Coordinating Committee 
established to advise the Secretary of Agriculture, please see the following: 

The naming of the members of the Forest Resource Coordinating Committee is 
moving forward. The original charter called for a maximum of 20 members, but with 
the wide range of diverse interests who wish to advise the Secretary of Agriculture 
on private forestry matters, the Department has decided to consider additional po- 
tential applicants. This entails amending the original charter and allowing time for 
additional applications to be submitted and subjected to background checks. The 
charter should be amended by July, the committee members appointed, vetted and 
notified by September, and a first meeting held by December. 
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Question 3. I ^predate the emphasis on renewable biomass in the last farm bill 
and as part of ACES, the House Climate Change bill. It’s critical to some semblance 
healthy forests and rural communities. This broad definition of renewable biomass 
is critical to effective implementation of those bills. There is some concern the 
USDA may be backing away from that definition when developing BCAP rules. In 
my opinion that would be catastrophic. I would like to hear your comments on that. 
Also, I would appreciate your commitment to support the 2008 Farm Bill definition. 

Answer. The statutory definition of renewable biomass in the 2008 Farm Bill is 
the definition that the Department of Agriculture will use when developing the final 
regulations the Biomass Crop Assistance Program (BCAP). In addition to furthering 
the development of crops of renewable biomass for ener^, BCAP is designed to im- 
prove forest health by removing uneconomical forest thinnings, and reducing the 
risk of disease, invasive species, and forest fires. Furthermore, forests provide an 
important sink for carbon dioxide, the most common global warming pollutant. 

Question 4. Sec. 502 Rural Housing program has been unqualified success and has 
an exceptional track record. This program is being used more than ever before but 
it’s funding has nearly run dry. What is the USDA doing to keep program going 
for the remainder of the year? Are there plans to adjust the program going forward 
to account for the increased demand for loans under Sec. 502? 

Answer. The reason why funding for the Section 502 Single Family Housing Guar- 
anteed Loan Program (SFHGLP) will run out so soon is due to the unprecedented 
increased demand for mortgage financing resulting from the housing crisis. The 
USDA supports legislation in which the SFHGLP guarantee fee structure would 
make it subsidy neutral, meaning the program would collect enough in fees to fully 
offset estimated losses resulting from new guarantees. The guarantee fee structure 
does not require further appropriation of budget authority to continue serving rural 
America. In addition, ample funding is available under the Section 502 Single Fam- 
ily Housing Direct Loan Program (SFHDLP) to provide homeownership opportuni- 
ties to low and very low income households. 

Question 5. What recommendations is the USDA making to the Administration 
and USTR Kirk on reducing barriers other nations have raised as a result of old, 
outdated trade agreements that no longer reflect the increased competitiveness of 
what were developing nations? 

Answer. Concluding the WTO Doha Round of agricultural negotiations is an es- 
sential tool in preserving and expanding access to foreign markets for U.S. food and 
agricultural products through the promotion of an open, rules-based global trading 
system. We need to conclude a Doha trade agreement that creates real access to key 
global markets including from large, emerging markets such as China, India, and 
Brazil. USDA continues to strongly support and enunciate the Administration’s 
clear position that advanced developing economies must assume their corresponding 
leadership responsibilities in trade agreements both bilaterally and multilaterally 
and be willing to provide significant, new access to their markets. At the same time, 
the USDA continues to seek the best conditions possible domestically for our farm- 
ers and ranchers so they can maintain and grow our competitive global position in 
agricultural production, processing, and distribution. We also seek new market ac- 
cess opportunities through bilateral and regional trade agreements. The Trans-Pa- 
cific Partnership FTA negotiation brings together a mix of developed and developing 
nations that will effectively help address the competitiveness challenges the United 
States will face in the 21st century. We support the Office of the U.S. Trade Rep- 
resentative’s efforts to deliver economic and strategic trade benefits by resolving 
outstanding issues on the pending FTAs with Panama, Colombia and Korea. When 
these FTAs are implemented, they will significantly expand opportunities for U.S. 
agricultural exports. 

Question Submitted by Hon. Earl Pomeroy, a Representative in Congress 
from North Dakota 

Question. At a January 10, 2007 Senate Agriculture, Nutrition and Forestry Com- 
mittee hearing, U.S. Department of Agriculture’s Chief Economist, Keith Collins, 
noted that high crop prices, due in part to the strong domestic market for ethanol, 
led to a $6 billion savings for the Federal Government from reduced farm program 
payments in 2006. Thus, with increased tax revenue and reduced farm program 
costs, the taxpayer realized a $4 return for every $1 invested in domestic renewable 
energy last year. Has the Department looked more recently at the impact of biofuels 
policy and the use on commodity prices as well as the impact on commodity program 
spending? 

Answer. At a June 12, 2008 U.S. Senate Energy and Natural Resources Com- 
mittee hearing, U.S. Department of Agriculture’s Chief Economist, Joseph Glauber, 
testified on the effects of the expansion in biofuels production in the United States 



138 


on commodity markets and food prices. In that testimony, the effects of increased 
ethanol and biodiesel production on corn and soybean prices are presented for mar- 
keting years 2006/07 and 2007/08. Assuming the amount of corn used for ethanol 
production and soybean oil used for biodiesel production in 2006/07 and 2007/08 re- 
mained unchanged from the amounts used in the 2005/06 marketing year, corn 
prices would have averaged $0.24 per bushel lower in 2006//07 and $0.65 per bushel 
lower in 2007/08. Soybean prices would have averaged $0.18 per bushel lower in 
2006/07 and $1.75 per bushel lower in 2007/08. Despite the drop in corn and soy- 
bean prices, commodity program spending would have remained essentially un- 
changed, since corn and soybean prices would have continued to exceed levels that 
would have triggered either countercyclical payments or marketing loan benefits. 
The scenario presented above was selected to depict the effects of increased ethanol 
and biodiesel production on corn and soybean prices and does not represent a spe- 
cific policy scenario. 

In May 2007, USDA’s Office of the Chief Economist and the Economic Research 
Service analyzed two alternative scenarios of biofuel production at the request of 
Senator Saxhy Chambliss. Under scenario 1, annual domestic ethanol production in- 
creases to 15 billion gallons by 2016 and annual domestic biodiesel production in- 
creases to 1 billion gallons. Under scenario 2, ethanol production increases to 20 bil- 
lion gallons by 2016 and annual biodiesel production increases to 1 billion gallons. 
These scenarios compare with about 12 billion gallons of ethanol and 700 million 
gallons of biodiesel production in 2016 in USDA’s long-term baseline agricultural 
projections released in February 2007. Under scenario 1, the price of corn increases 
by $0.31 per bushel and the price of soybeans increases by $0.45 per bushel above 
the baseline in 2016. Under scenario 2, the price of corn increases by $0.65 per 
bushel and the price of soybeans increases by $1.20 per bushel above the baseline 
in 2016. These price increases would not have reduced commodity program pay- 
ments, since prices for both corn and soybeans were above levels that would have 
triggered countercyclical payments and marketing loan benefits for corn and soy- 
beans. 

Question Submitted by Hon. Bill Cassidy, a Representative in Congress 
from Louisiana 

Question 1. Under Cap-and-Trade, farmers would face higher energy costs and 
input costs due to the higher cost of carbon-based products. Proponents of Cap-and- 
Trade have argued that farmers could mitigate these added expenses by decreasing 
carbon emissions and selling the resulting “credits” as offsets. Yet the Congressional 
Budget Office estimates that % of the offset credits would be supplied by inter- 
national sources. Furthermore, USDA Chief Economist Jonathan Glauber has said 
that the primary source of carbon offsets would be afforestation of farm land, from 
which agriculture products may no longer be produced. Therefore, is it realistic to 
expect that these carbon offsets will benefit American agriculture and our farmers? 
If so, on what assumptions is this expectation based? 

Answer. The analysis prepared by USDA Chief Economist, Dr. Joseph Glauber in 
December 2009 addresses many of the issues outlined in your question. Our findings 
suggest that under the energy price scenario estimated by the Environmental Pro- 
tection Agency (EPA) for the bill entitled the “American Clean Energy and Security 
Act of 2009” (H.R. 2454), the price and income effects due to higher production costs 
for agriculture will be relatively small, particularly over the short run (2012-2018). 
Impacts on production costs are also mitigated by provisions in H.R. 2454 that 
would provide allowance rebates to “trade-vulnerable” industries, including fer- 
tilizers. When production cost impacts are considered in conjunction with likely com- 
modity price increases and possible revenues from offsets and increased bioenergy 
production, the impact on net farm income may be positive. 

As you note, providing offsets through afforestation will take land out of agricul- 
tural production. It is important to note that afforestation is only one potential 
source of carbon offsets for agriculture. Since such activities would be voluntary, 
they would not be undertaken by farmers unless they could generate returns on 
that farmland in excess of returns from crop production. Similarly, existing cropland 
could be farmed in a less intensive manner and farmers will have incentives to im- 
prove fertilizer and manure management. H.R. 2454 and the recently announced 
proposal by Senators Kerry and Lieberman entitled “the American Power Act” pro- 
vide a long list of potential offset activities in the agriculture and forestry sectors. 
In addition to providing offsets to regulated firms, the renewable energy provisions 
in many recent cap-and-trade proposals will promote the use of biomass-based en- 
ergy in generating electricity. Such proposals will further provide U.S. farmers with 
opportunities to participate in the nation’s efforts to reduce overall emissions of 
greenhouse gas emissions. 
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We anticipate that domestic and international offsets will play an important role 
in meeting the emission targets under proposed climate change legislation. The 
American Clean Energy and Security Act (H.R. 2454), constrains international and 
domestic offset supply to no more than 2 billion metric tons of greenhouse gas emis- 
sions in any given year. More recent proposals such as the bill entitled “Clean En- 
ergy Jobs and American Power Act” (S. 1733) places tighter restrictions on inter- 
national offset supply and thereby encourage the supply of domestic offsets relative 
to provisions in H.R. 2454. Similarly, the proposal by the Senators Kerry and 
Lieberman would also place further restrictions on international offset supply in any 
given year, thereby encouraging domestic offsets. 

Question la. In addition, if carbon offsets are supplied internationally, what en- 
forcement mechanism does the Administration support to ensure the long-term in- 
tegrity of the offsets supplied in other countries? 

Answer. Transparency and verification are critical to any international climate 
agreement and to a robust international carbon offsets market. For this reason, the 
U.S. has consistently supported establishing strong measurement, reporting, and 
verification systems to provide for full and accountable reporting. Market instru- 
ments will require a high level of stringency in order to maintain confidence and 
ensure results are real, additional, and verifiable. An effective international system 
will: 

• Include requirements that countries develop plans that present detailed descrip- 
tions of steps envisaged, including policies and measures, estimates for the ex- 
pected effect of those actions on emissions and removals, and their relationship 
to longer-term mitigation scenarios; 

• Include complete greenhouse gas inventories using the most recent IPCC guide- 
lines; 

• Ensure that reductions in emissions or increases in removals are new and addi- 
tional; and 

• Establish clear incentives for countries to continuously improve their national 
monitoring and reporting systems. 

Question Submitted by Hon. Tim Holden, a Representative in Congress 
from Pennsylvania 

Question. TEFAP — The farm bill provided large increases to The Emergency Food 
Assistance Program (TEFAP), from $140 million to $250 million per year, and in- 
dexed it for inflation. This additional funding has been of vital importance to many 
American families in the current economy. In spite of this increase, however, food 
banks are reporting a growing need for more food and additional administrative 
funding, even beyond what was provided in the stimulus bill. In contrast, early in 
2009, we were told that TEFAP was unable to spend all of the farm bill increase. 
Can you please tell us about the status of TEFAP purchases, administrative costs, 
and what you are hearing at the Department about any outstanding need for more 
emergency food assistance? 

Answer. In Fiscal Year (FY) 2009, the Department provided almost $710 million 
in food for the emergency feeding network, including $100 million through the 
American Recovery and Reinvestment Act of 2009 (ARRA) and $373.7 million in 
bonus foods. We also provided $49.5 million in regularly appropriated administra- 
tive support for state and local agencies and $25 million in ARRA TEFAP adminis- 
trative support. 

In FY 2010, Congress appropriated $248 million for food purchases under TEFAP, 
based on the statutory formula established in the 2008 Farm Bill, and $49.5 million 
in administrative support to states and local agencies. An additional $25 million in 
administrative support was provided through ARRA. In addition to ARRA and the 
regularly appropriated food and administrative funds, Congress also appropriated 
$60 million for cheese and other dairy products for TEFAP in FY 2010. We will con- 
tinue to direct bonus foods to TEFAP to the extent that resources permit. Currently, 
we estimate that we will provide about $348 million in bonus foods to the emer- 
gency feeding network in FY 2010. 

In addition, the 2008 Farm Bill authorized an Emergency Food Program Infra- 
structure Grant to support and expand the activities of the Emergency Food Net- 
work. In FY 2010 Congress appropriated $6 million for this grant. The Department 
released the Request for Application on April 1, 2010. 

In this current economic climate, the Department continues to hear of growing 
numbers of American turning to food pantries and soup kitchens to feed their fami- 
lies. We have heard this increase in demand is placing an increased burden on the 
food bank community, both in terms of need for additional food and funds. The food 
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bank community continues to absorb all resources that the Department has made 
available. 


ATTACHED TABLES 

Borrowers of FSA Loans Ineligible Under Term Limits 


Guaranteed 

Direct 

State 

Currently 

Become Ineligible 

Currently 

Become Ineligible 

Ineligible * 

2010** 

Ineligible 

2010 

AL 

20 

4 

57 

70 

AZ 

1 

2 

2 

9 

AE 

156 

37 

126 

264 

CA 

29 

5 

104 

192 

CO 

37 

15 

51 

102 

CT 

10 

2 

5 

11 

DE 

0 

0 

0 

2 

FL 

13 

3 

12 

39 

GA 

130 

30 

105 

117 

ID 

77 

20 

102 

163 

IL 

235 

67 

170 

179 

IN 

148 

47 

68 

122 

lA 

232 

98 

367 

388 

KS 

191 

59 

160 

236 

KY 

103 

39 

328 

392 

LA 

391 

104 

39 

213 

ME 

32 

18 

36 

112 

MD 

2 

0 

0 

18 

MA 

7 

2 

3 

34 

MI 

94 

49 

94 

139 

MN 

360 

112 

241 

430 

MS 

97 

42 

60 

182 

MO 

132 

44 

190 

256 

MT 

48 

19 

51 

125 

NE 

209 

73 

420 

299 

NV 

7 

2 

5 

11 

NH 

3 

0 

10 

19 

NJ 

2 

3 

5 

7 

NM 

18 

7 

10 

29 

NY 

38 

13 

95 

175 

NC 

87 

28 

105 

160 

ND 

141 

89 

228 

369 

OH 

64 

16 

20 

58 

OK 

112 

36 

95 

254 

OR 

17 

6 

56 

169 

PA 

27 

17 

272 

372 

RI 

0 

0 

2 

4 

SC 

57 

23 

29 

66 

SD 

138 

54 

223 

272 

TN 

83 

27 

41 

142 

TX 

447 

154 

474 

923 

UT 

2 

0 

31 

53 

VT 

7 

2 

31 

55 

VA 

27 

7 

37 

64 

WA 

59 

19 

53 

91 

WV 

10 

8 

39 

100 

WI 

36 

20 

148 

254 

WY 

13 

4 

2 

36 

AK 

0 

0 

7 

6 

HI 

0 

2 

10 

15 

Guam 

0 

0 

0 

4 

PR 

0 

0 

0 

2 

VI 

0 

0 



National 

4,149 

1,428 

4,819 

7,804 


* These borrowers can obtain guaranteed operating loans due to statutory suspension of guar- 
anteed limit. 

** Assuming suspension ends 12/31/2010. 


The following summary for FY 2009 provides a representative sampling of the 
Community Facilities Program project distribution: 


Project Description 

Number Facilities 

Amount 

Pharmacies & Drug Stores 
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Project Description 

Number Facilities 

Amount 

Physicians Clinic 

13 

$6,851,400 

Dental Clinic and Offices 

5 

$5,627,020 

Nursing Home (Sr. Citizen Retirement Home) 

17 

$47,263,845 

Boarding Home for Elderly — Ambulatory Care 

Assisted Living Facility 

13 

$25,198,292 

Hospital (General & Surgical) 

8 

$43,886,003 

Hospital (Critical Access) 

30 

$201,704,600 

Hospital Equipment 

16 

$1,561,971 

Hospital Equipment (Critical Access) 

19 

$2,712,509 

Telemedicine 

Psychiatric Hospital 

1 

$183,124 

Outpatient Care 

5 

$7,120,000 

Vocational Rehabilitation Center 

3 

$299,500 

Medical Rehabilitation Center or Group Home for Retarded 

4 

$3,528,235 

Home Health Care 

Office Building (Health Care) 

14 

$13,736,226 

Mental Health Physicians Office (Centers, clinics) 

2 

$1,761,000 

Migrant Health Centers 

Other Health Care 

44 

$26,536,331 

Health Care 

194 

$387,970,056 

Rescue and Ambulance Service 

90 

$7,722,430 

Rescue and Ambulance Service — Equipment Building 

14 

$2,981,592 

Communications Center 

7 

$2,812,770 

Mobil Communications Center 

3 

$19,295 

Civil Defense Building 

Early Storm Warning System 

61 

$793,993 

Police Station 

9 

$8,726,500 

Police Car 

268 

$11,139,299 

Jail 

9 

$19,025,185 

Fire Department Building 

65 

$31,079,562 

Fire Trucks 

175 

$27,583,659 

Fire Protection Equipment 

72 

$2,045,730 

Multi Service Bldg — FRPS 

8 

$4,219,655 

Other Fire, Rescue & Public Safety 

170 

$14,242,511 

Fire, Rescue, & Public Safety 

951 

$132,392,181 

School Maintenance and Equipment Service Center 

Computers or Other Equipment for Facility 

36 

$3,495,834 

Public School 

16 

$11,810,727 

Distance Learning 

1 

$19,250 

College 

12 

$2,640,000 

Charter School 

12 

$29,515,941 

College Dorm 

4 

$9,440,000 

Library 

25 

$6,496,900 

Vocational School 

3 

$2,914,900 

Educational Institution for Disabled 

7 

$4,292,000 

Open Air Theater 

1 

$861,200 

All Purpose Campus Building 

8 

$24,519,500 

Museum 

16 

$3,873,643 

Transitional Housing for non-tribal residents 

Child Care & Education Center 

73 

$13,188,267 

Other Cultural & Educational 

45 

$46,766,141 

Cultural & Educational 

259 

$159,834,303 

Rodeo Grounds 

Football Stadium 

Camp Grounds w/cabin 

Ball Park 

Basketball Court 

Curling Rink 

Ski Lodge 

Clubhouse for Recreational Facility 

Community Multiple Recreation Center 

3 

$2,250,000 

Community Park 

Park & Beach Area 

Lake 

Golf Course 

Ski Area 

Tennis Courts 

Shooting Club 

Camp Grounds 
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Project Description 

Number Facilities 

Amount 

Swimming Pool 



Recreational activities 

3 

$2,250,000 

Electrical Service 

2 

$67,500 

Electrical Equipment Maint. Bldg. 

1 

$10,500 

Hydro Electric 

1 

$5,000,000 

Natural Gas Distribution 

1 

$2,530,000 

Energy Transmission and Distribution 

5 

$7,608,000 

Public Maintenance Building 

4 

$990,795 

County Health Department Office 

3 

$1,174,600 

Community Center 

31 

$10,173,040 

Adult Day Care Center 

5 

$884,529 

Food Preparation Distribution Center 

8 

$528,912 

Home for Delinquents 

1 

$9,350 

Youth Center 

7 

$2,284,000 

Social Services Building 

6 

$15,950,845 

Homeless Shelter 



Other Individual & Family Services — Domestic Violence etc.) 

10 

$2,514,042 

Fraternal Hall 



Data Processing Center 



Heating Plant for Public Buildings 



City Hall 

24 

$13,402,887 

Office Building (General) 

15 

$7,418,820 

Courthouse Annex 



County Court House 

9 

$25,167,130 

Street Improvement 

13 

$16,785,500 

Street Maintenance Equipment 

47 

$3,031,856 

Railroad 



Railroad Engine House 



City Bus Service 



Special Transportation 

8 

$1,149,820 

Sidewalks 

1 

$80,000 

School Buses 

2 

$91,250 

Municipal and County Garage 

6 

$5,290,500 

Offstreet Parking 

8 

$1,012,766 

Bridge 



Marina 



Municipal Dock (Water or Terminal operation) 



Airport Hangar 

3 

$3,692,600 

City Airport 

2 

$347,830 

Other Public Buildings & Improve 

55 

$24,947,915 

Public Buildings and Improvements 

268 

$136,928,987 

Water Improvements 



Sewer Improvements 



Drainage & Levee Districts 

1 

$75,000 

Industrial Parks — CF Only 

3 

$2,555,200 

Industrial Development 

4 

$2,630,200 

Agriculture Land for Research Center 



Agricultural fairgrounds 

3 

$3,135,000 

Farmers Market 



Animal Shelter 

8 

$5,185,440 

Grandstands, County Fairgrounds 

2 

$10,732,000 

Dam 

1 

$1,100,000 

Cable TV 



Business Incubator 



Sprinkler System 

2 

$284,500 

Cemetary 

3 

$58,799 

Scout Camp 



Oceanfront Protection 



Dike 



Other 

125 

$20,138,602 


144 

$40,634,341 

Total Summary 

1,828 

$870,248,068 



HEARING TO REVIEW U.S. AGRICULTURE 
POLICY IN ADVANCE OF THE 2012 FARM BILL 


THURSDAY, MAY 13, 2010 

House of Representatives, 
Committee on Agriculture, 

Washington, D.C. 

The Committee met, pursuant to call, at 9:05 a.m., in Room 1300 
of the Longworth House Office Building, Hon. Collin C. Peterson 
[Chairman of the Committee] presiding. 

Members present: Representatives Peterson, Holden, McIntyre, 
Boswell, Baca, Cardoza, Scott, Herseth Sandlin, Cuellar, Costa, 
Kagen, Schrader, Dahlkemper, Markey, Schauer, Kissell, Boccieri, 
Murphy, Owens, Minnick, Lucas, Goodlatte, Moran, Neugebauer, 
Fortenberry, Smith, Luetkemeyer, Thompson, Lummis, and 
Cassidy. 

Staff present: Aleta Botts, Claiborn Crain, Nona Darrell, Dean 
Goeldner, Craig dagger, Keith Jones, Mary Knigge, John Konya, 
Scott Kuschmider, Robert L. Larew, Clark Ogilvie, James Ryder, 
Lisa Shelton, Anne Simmons, April Slayton, Debbie Smith, Faye 
Smith, Tamara Hinton, Josh Maxwell, Nicole Scott, Pelham 
Straughn, and Pete Thomson. 

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A 
REPRESENTATIVE IN CONGRESS FROM MINNESOTA 

The Chairman. The hearing of the Committee on Agriculture to 
review U.S. policy in advance of the 2012 Farm Bill will come to 
order, and we welcome everybody to the hearing today. Before we 
get started, I want to recognize the newest Member of the House 
Agriculture Committee, Mr. Bill Owens who is from New York. 
Bill, we are glad to have you with us. He represents the 23rd Dis- 
trict in upstate New York and he has already been busy working 
on agriculture issues including dairy, which is an important indus- 
try in that part of the world. So, we welcome him to the Committee 
and look forward to working with him on the farm bill and other 
important issues for agriculture producers. 

Mr. Owens. Thank you, Mr. Chairman. I appreciate it and I have 
received a lot of welcoming remarks from not only colleagues on the 
Committee, but many of my constituents. This is a very happy 
thing to have happen, and I am going to enjoy working on this 
Committee. Thank you very much. 

The Chairman. Well, thank you and we are glad to have you. 

Over the past months, we have started laying the groundwork 
for the next farm bill, and so far we have had a positive experience. 
After our first hearing with Secretary Vilsack, the Committee went 

(143) 
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on the road holding hearings in Iowa, Idaho, California and Wyo- 
ming, and tomorrow we will travel to Georgia, Alabama, Texas and 
South Dakota to hear from more farmers, ranchers and others who 
use farm bill programs. 

While some people have expressed concern about the policy of 
changing farm programs, almost everybody agrees that there are 
some things that they would like to change in the current farm bill. 
If we can provide a better safety net within the budget that we 
have, everybody, it seems, would at least like to consider alter- 
natives to the programs that we have in place right now. That is 
why we are starting early, to give people enough time to look at 
new ideas and consider different options, and see what is working 
and what isn’t, and what might work better. 

Today we are hearing from some distinguished academics and 
economists who study agriculture policy and can provide insight 
about the trends and emerging issues facing agriculture in rural 
America. These perspectives will help us craft policies that will 
meet the evolving situations facing producers and others who use 
farm bill programs. 

Just as agriculture production has evolved, I believe that our 
farm programs must also evolve to ensure that the safety net pro- 
vides adequate support for our farmers and ranchers. In consid- 
ering the reality of today’s economy, we need to decide if the exist- 
ing farm programs are adequate, and we need to be sure that we 
are making the best possible use of the resources that we have. 
When writing a bill as large and comprehensive as the farm bill, 
it is important that we hear as many perspectives as possible. That 
is why I am committed, again, to a process that is open, trans- 
parent and bipartisan. We are collecting feedback on the website, 
www.agriculture.house.gov, so I ask everybody to be involved. 

And again I want to thank the panelists for being us today. I 
look forward to the dialogue. 

[The prepared statement of Mr. Peterson follows:] 

Prepared Statement of Hon. Collin C. Peterson, a Representative in 
Congress from Minnesota 

Good morning and welcome to today’s hearing of the House Agriculture Com- 
mittee. 

Before we get started, I want to recognize the newest Member of the House Agri- 
culture Committee, Bill Owens of New York. Bill represents the 23rd district in up- 
state New York, and he has already been busy working on agriculture issues, in- 
cluding dairy, which is an important industry in that part of the world. We welcome 
him to the Committee and look forward to working with him on the farm bill and 
other important issues for agriculture producers. 

Over the past month, we have really started laying the groundwork for the next 
farm bill, and so far, I am generally happy with what we have heard. After our first 
hearing with Secretary Vilsack, the Committee went on the road, holding field hear- 
ings in Iowa, Idaho, California and Wyoming. Later this week, we will travel to 
Georgia, Alabama, Texas and South Dakota to hear from more farmers, ranchers 
and others who use farm bill programs. 

While some people have expressed concern about the possibility of changing farm 
programs, almost everyone agrees that there are some things that they would like 
to change in the current farm bill. If we can provide a better safety net within the 
budget we have, everyone seems willing to at least consider alternatives to the pro- 
grams we have in place right now. That is why we are starting early — to give people 
enough time to look at new ideas and consider different options that could work bet- 
ter. 
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Today, we are going to hear from some distinguished academics and economists 
who study agriculture policy and can provide insight about the trends and emerging 
issues facing agriculture and rural America. These perspectives will help us craft 
policies that will meet the evolving situation facing producers and others who use 
farm bill programs. 

Just as agriculture production has evolved, I believe that our farm programs must 
also evolve, to ensure that the safety net provides adequate support for our farmers 
and ranchers. Considering the reality of today’s economy, we need to decide if the 
existing farm programs are adequate, and we need to be sure that we are making 
the best possible use of the resources we have. 

When writing a bill as large and comprehensive as the farm bill, it is important 
to hear as many perspectives as possible. That is why I am committed to a process 
that is open, transparent, and bipartisan. We are collecting feedback on the Agri- 
culture Committee website from those who are not able to testify at one of our hear- 
ings, and I hope that everyone with an interest in the outcome of this farm bill will 
take the time to share their thoughts with us online. 

Again, I want to thank the panelists for joining us today, and I look forward to 
the dialogue we’re going to have. 

The Chairman. I recognize Mr. Lucas, the Ranking Member from 
Oklahoma. 

OPENING STATEMENT OF HON. FRANK D. LUCAS, A 
REPRESENTATIVE IN CONGRESS FROM OKLAHOMA 

Mr. Lucas. Thank you, Mr. Chairman, and I appreciate your 
continued dedication to the farm bill process. You, many Members 
of this Committee, and I, set out 2 weekends ago and traveled 
across the nation to hear from actual producers about the current 
farm bill, and how they would like to see their future farm bills 
formed. I appreciate your diligence on hearing from so many parts 
of the agricultural community. I welcome the witnesses today and 
await their perspective on how we can better form farm policy for 
the 2012 Farm Bill, and look forward to hearing their testimony. 

I am especially interested in hearing about the credit situation 
that our producers are operating under. I worry that the continued 
excessive spending here in Washington will turn interest rates up, 
and make the prospect of farming more expensive for producers. I 
also want to hear the witnesses perspective on current programs, 
especially some of the newer programs such as ACRE and SURE. 
After hearing from many witnesses in Iowa, Idaho, California and 
Wyoming, I have some concerns about the current ACRE Program, 
especially since such a large percentage of our producers signed up 
for the program. I want to hear if, under the current budget cli- 
mate, we have the ability to change this program for the good of 
our producers, or if the program just needs to be scrapped. Again, 
I thank the witnesses for the testimony and look forward to hear- 
ing and observing and listening to what they have to say. 

[The prepared statement of Mr. Lucas follows:] 

Prepared Statement of Hon. Frank D. Lucas, a Representative in Congress 

FROM Oklahoma 

Mr. Chairman, I appreciate your continued dedication to this farm bill process. 
You, many Members of this Committee, and I, set out 2 weekends ago and traveled 
across the nation to hear from actual producers about the current farm bill and how 
they would like to see future farm bills developed. I appreciate your diligence on 
hearing from so many parts of the agriculture community. 

I welcome the witnesses today and await their perspective on how we can better 
develop farm policy for the 2012 Farm Bill and look forward to hearing their testi- 
mony. 



146 


I am especially interested in hearing about the credit situation that our producers 
are operating under. I worry that the continued excess spending here in Washington 
will raise interest rates and make the prospect of farming more expensive for our 
producers. 

I also want to hear the perspective of our witnesses on current programs, espe- 
cially some of the newer ones like ACRE and SURE. After hearing from many wit- 
nesses in Iowa, Idaho, California and Wyoming, I have some concerns about the cur- 
rent ACRE program, especially since such a large percentage of my producers 
signed up for the program. I want to hear if, under the current budget climate, we 
have the ability to change this program for the good of our producers, or if the pro- 
gram just needs to be scrapped altogether. 

Again, I thank the witnesses for their participation and I look forward to hearing 
their testimony 

The Chairman. I thank the gentleman and other Members can 
make their statements part of the record if they have them. 

I would like to have the witnesses come up to the table. Dr. 
Bruce Babcock from Iowa State University, Professor Neil Ham- 
ilton from Drake University in Des Moines, Iowa, Dr. Jean Kinsey 
from the University of Minnesota, and Dr. Rob Paarlberg from 
Wellesley College in Massachusetts, so welcome to the Committee. 
Your full statements will be made part of the record and we will 
recognize Dr. Babcock. Welcome to the Committee and we look for- 
ward to what you have to say. 

STATEMENT OF BRUCE A. BABCOCK, Ph.D., DIRECTOR, 

CENTER FOR AGRICULTURAL AND RURAL DEVELOPMENT; 

PROFESSOR, DEPARTMENT OF ECONOMICS, IOWA STATE 

UNIVERSITY, AMES, lA 

Dr. Babcock. Thank you, Mr. Chairman, for the opportunity to 
participate in today’s hearing. I want to discuss what can be done 
to the next farm bill to improve the cost-effectiveness of delivering 
financial support to farmers. 

Taxpayer costs of farm support for crops over the last 2 years are 
about $13 billion for crop insurance, $10 billion for our direct pay- 
ment, and $2.6 billion for marketing loan payments. It is not yet 
determined what ACRE and SURE will cost this year. Of the $13 
billion in support for crop insurance, more than $7 billion went to 
the companies. Farmers received $6 billion in net indemnities. 
Crop insurance failed the cost-effectiveness test because it simply 
makes no sense for taxpayers to spend $13 billion to deliver $6 bil- 
lion in net payments to farmers. 

In contrast to crop insurance, direct payments incur minimal de- 
livery costs, but they are increasingly difficult to defend. They pro- 
vide green box payments not subject to WTO limits and were origi- 
nally supposed to transition farmers to lower support levels, but we 
are no longer in danger of exceeding WTO support limits. Any tran- 
sition period is long past and farm profitability has been high since 
2003. 

There has been a widespread distaste for government bailouts of 
big banks, GM, Chrysler and AIG, but there are arguments that 
can be made to justify those interventions: they forestall a more se- 
vere economic downturn. In contrast, farmers receive $5 billion a 
year for nothing more than owning or renting farm land that hap- 
pens to have base acres. 

Cotton programs must change in the next farm bill if the U.S. 
is to come into compliance with the WTO ruling that Brazilian cot- 
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ton farmers were harmed by U.S. cotton payments. Perhaps the 
cotton producers should follow the example of milk producers who 
seem poised to propose replacing their longstanding price support 
program with a new margin insurance program. 

ACRE and SURE were created in response to dissatisfaction with 
crop insurance, but ACRE has two problems. First, ACRE dupli- 
cates coverage that is available for crop insurance. Why should tax- 
payers be asked to fund both programs? Second, farmers have little 
faith that state-level yield coverage provides adequate farm level 
protection. 

SURE is a complicated program to ensure that farmers are not 
overpaid for crop losses. It is ironic to see such an effort expended 
to make sure that a farmer suffers a whole farm loss before a 
SURE payment is received when direct payments will flow to the 
same farmer even in the most profitable years. 

ACRE and SURE demonstrate that crop insurance-type pro- 
grams can be administered by ESA, albeit with help from RMA. 
ESA does not pay agent commissions and there is no risk burden 
taken on by private companies, so the delivery cost of ESA can be 
much lower than RMA, but not all programs can be effectively de- 
livered through ESA. The private sector is more efficient at adjust- 
ing on-farm losses, calculating premiums and being consumer- 
friendly. Just as the government is ill-suited to run a car insurance 
program, it is also ill-suited to provide individually tailored crop in- 
surance. A recalibration of farm programs is needed that gives ESA 
easy-to-administer programs that allows the private sector to pro- 
vide services that the government should not. 

An example of such a new calibration would be to move ACRE 
to the county level, and to eliminate the farm level loss trigger. 
This program would provide a large degree of protection against 
farm level income declines, and it would not try to duplicate the 
kind of services that the private sector is better at providing. 

To get an idea of what a county ACRE program would cost, I cal- 
culated that all planted acres for corn, soybeans, wheat, cotton, 
rice, barley and sorghum at the 95 percent coverage level would 
cost about as much as the direct payment program does, and if you 
move to a 90 percent coverage level for these crops, it would cost 
about $3.8 billion. That is per year. Savings from the crop insur- 
ance program could cover this latter figure because many farmers 
would find that their farm level risk would be adequately covered 
by a county ACRE program. Other farmers would find they need 
supplemental insurance such as crop hail insurance or supple- 
mental multi-peril insurance. Both of these type of customized in- 
surance are exactly the type of insurance that should be provided 
by the private sector without government involved. 

A county ACRE program would also eliminate the need for SURE 
because the ACRE deductible would be so much lower than the tra- 
ditional crop insurance deductible. Farmers who want supple- 
mental insurance could look to crop insurance companies to provide 
it. Though such a change in Federal farm policy would be a com- 
monsense approach to providing predictable cost effective financial 
support when farmers need it, large and/or wealthy farmers may 
try to block such a move because crop insurance premium subsidies 
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and payments are not subject to payment or AGI limits, where 
FSA-administered programs to date are. 

To summarize, adoption of ACRE and SURE in the 2008 Earm 
Bill shows that Congress recognizes that the crop insurance pro- 
gram is not cost-effective. The next farm bill represents an oppor- 
tunity to push harder for reform so that the private sector provides 
the individualized insurance and the public sector backs up major 
losses directly. Such a move could be accomplished by moving 
ACRE to the county level and reducing or eliminating the Eederal 
control or involvement of the private crop insurance companies. 

[The prepared statement of Dr. Babcock follows:] 

Prepared Statement of Bruce A. Babcock, Ph.D., Director, Center for 

Agricultural and Rural Development; Professor, Department of 

Economics, Iowa State University, Ames, IA 

Thank you, Mr. Chairman, for the opportunity to participate in today’s hearing. 

I want to focus my testimony today on the commodity title of the farm bill. Much 
has been written about the pros and cons of government support for agriculture, and 
whether agriculture and society are helped or hurt by this support. I think that this 
discussion is intellectually useful and interesting, but Congress has shown that this 
discussion is largely irrelevant. Support for agriculture is not going away. So what 
needs to be done in the next farm bill is to design support mechanisms that accom- 
plish what they are designed to accomplish, do so in a cost effective way, and do 
so without unintended consequences on the agricultural sector, the environment, or 
on our trading partners. 

Overview of Existing Programs 

The cost of support mechanisms over the first 2 years of the current farm bill in- 
clude crop insurance at $13 billion, direct payments at $5 billion, and cotton coun- 
tercyclical and marketing loan payments at $2.6 billion. ACRE and SURE are the 
other two programs that could generate substantial costs in the future. A closer look 
at each of these programs shows that there is a lot of room for improvement in the 
design of support mechanisms. 

The crop insurance program has cost taxpayers $37 billion since 2000. Of the $13 
billion in support over the last 2 years, more than $7 billion flowed to companies. 
Farmers received indemnity payments (net of premium) totaling $4.5 billion in 2008 
and $1.5 billion in 2009. A large proportion of the 2008 net payments came about 
because the price guarantees were so high that even the modest price drops that 
we saw in 2008 generated lots of indemnity payments. Nobody should begrudge 
farmers these indemnity pa 3 unents because they were made as a result of an insur- 
ance contract, but should the government really be in the business of running a pro- 
gram that makes payments to farmers even when farm income is at an all-time 
record high? If the price drop in 2008 had not occurred, then the crop insurance in- 
dustry would have been paid an additional $2 billion in 2008 to run the program. 
It just does not make sense to see such a large portion of farm program costs flow- 
ing to a middleman. 

The crop insurance program also causes environmental problems. The ability of 
farmers to transfer yield histories on productive ground to high-risk grassland that 
is prone to crop loss can dramatically increase the profitability of planting on sus- 
ceptible ground. Studies by USDA and GAO document how subsidizing risk on sus- 
ceptible land leads to loss of native grassland. 

In contrast to crop insurance payments, which incur delivery costs of a dollar for 
each dollar delivered to farmers, direct payments incur minimal delivery costs be- 
cause they are deposited directly from the Treasury into farmers’ bank accounts. 
But direct payments fail the accomplishment test. 

The two original justifications for direct payments were that they provided “Green 
Box” income support payments not subject to World Trade Organization limits on 
trade-distorting support, and that they there were transition payments that allowed 
farmers time to transition to lower support levels. But we are no longer in danger 
of exceeding WTO limits on trade-distorting support, and we are long past any tran- 
sition period. Furthermore, farm profits have been high since 2003. 

Direct payments no longer have a public justification, particularly in these times 
of exploding Federal debt. The public and Members of Congress have shown wide- 
spread distaste for the bailouts of big banks, GM, Chrysler, and AIG. But at least 
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these interventions were justified in that the economy was threatened with a far 
more severe downturn if these companies were allowed to fail. Farmers receive $5 
billion a year for nothing more than owning or renting farmland that happens to 
have base acres. Despite mighty efforts by some of the world’s best agricultural 
economists to find some market impact of direct payments, the evidence suggests 
that they represent “money for nothing.” They arrive like clockwork even when high 
crop prices and high yields combine to generate record income levels, leaving noth- 
ing in their wake. Surely we can accomplish more with $5 billion then simply depos- 
iting it in the bank accounts of landowners and renters with base acres. 

The third program that has generated large payments since 2008 is the cotton 
program. Regardless of what one thinks about marketing loan and countercyclical 
payments for cotton farmers, these two programs must change in the next farm bill 
if the U.S. is to come into compliance with the WTO ruling that Brazilian cotton 
farmers were harmed by U.S. cotton payments. We do not know what will replace 
the current program, or if cotton producers will devise a replacement program in 
case Brazil’s plans for retaliation finally induce USDA and Congress to put the cot- 
ton program into compliance. I do know of one farm organization that has invested 
significant resources in designing new programs for the new farm bill. The milk pro- 
ducers seem poised to propose replacing their long-standing price support proCTam 
with a new margin insurance program that would protect producers against large 
increases in feed costs or large decreases in milk prices. It remains to be seen if 
cotton producers will follow suit. 

Two new programs, ACRE and SURE, were passed in the 2008 Farm Bill. ACRE 
is a state revenue insurance program that generates payments if state revenue falls 
below revenue trigger levels. There are two problems with ACRE. The first is that 
ACRE duplicates coverage that is available from the crop insurance program. The 
major source of crop loss at the farm level is excess heat and/or lack of moisture. 
Because growing conditions may not vary substantially across a state, it is often the 
case that state yields are low when farm-level yields are low. Thus ACRE payments 
triggered by low state yields can duplicate crop insurance payments. In recent years 
however, the major source of crop insurance payments has not been crop loss but 
rather price declines. And when prices drop, ACRE is likely to trigger payments. 
In either case, farmers are provided duplicate coverage through crop insurance and 
ACRE. Why should taxpayers be asked to fund both programs? The second problem 
with ACRE is that farmers have little faith that state-level coverage against yield 
declines provides them with adequate coverage against farm-level 3 deld losses. I will 
return to this topic later. 

The purpose of SURE is to provide supplemental whole-farm coverage to provide 
payments when crop insurance deductibles are not exceeded. The problem with 
SURE is that it is so complicated that almost nobody knows when a payment will 
be triggered. To calculate SURE guarantees and payments requires knowledge of 
what crop insurance a farmer buys, a farmer’s crop insurance 3 deld, a farmer’s coun- 
tercyclical base yield, direct payment levels, crop insurance indemnity payments, 
countercyclical payments, marketing loan payments, and ACRE pa 3 unents. The com- 
plexity of the program is caused by the need to make sure that farmers are not 
overpaid for crop losses. It is ironic that such an effort is expended to ensure that 
a farmer suffers a whole-farm loss before a SURE payment is received when direct 
payments will flow to the same farmer even in the most profitable years. 

'To summarize, our current set of programs consists of crop insurance, which costs 
too much; direct payments, which are no longer justified; cotton payments, which 
need to be brought into compliance; ACRE, which duplicates crop insurance but pro- 
vides inadequate coverage against farm yield losses; and SURE, which tries to make 
up for crop insurance deficiencies. This broad look at current programs leads to two 
conclusions. First, providing financial help to farmers when there is financial dif- 
ficulty would seem to be a necessary condition for the design of an efficient program. 
Second, there simply is no reason why billions of tax dollars should be spent deliv- 
ering financial help to farmers if much less expensive alternatives are available. Be- 
fore examining one such alternative, the question of whether the public sector has 
the capability of delivering efficient financial help needs to be addressed. 

FSA or RMA? 

The two new programs passed in 2008, ACRE and SURE, demonstrated that crop 
insurance-type programs do not have to be administered by the Risk Management 
Agency (RMA). The Farm Service Agency (FSA) administers both programs. RMA 
has assisted FSA with verification of farm yields, but FSA has implemented both 
programs. Delivering programs through FSA can cost much less than through RMA 
because FSA does not pay agent commissions and private companies do not have 
to be paid to take on a portion of the underlying risk. 
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However, not all programs can be effectively delivered through FSA. The private 
sector does a much better job adjusting on-farm losses, calculating premiums for the 
wide array of available programs, and being consumer-friendly in handling applica- 
tions and paperwork. That is, just as the government is ill-suited to run an auto- 
mobile insurance program, it is ill-suited to provide individually tailored crop insur- 
ance. 

But it does not take the efficiency of the private sector to administer a simple pro- 
gram. And a large portion of the risk in agriculture can be covered by a simple pro- 
gram. When the price of a commodity falls, it is easy to measure the price drop if 
the commodity price is tracked by NASS (USDA’s National Agricultural Statistics 
Service). When a widespread crop loss occurs, an easy measure of the crop loss is 
given by the county average yield, if it is measured by NASS. Thus for NASS-cov- 
ered crops, a large proportion of farm-level risk can he measured and insured by 
a program that integrates current acreage reporting requirements of FSA with 
NASS measures of price and 3 deld. 

It is common sense to look to the private sector to provide most goods and serv- 
ices. But it makes no sense for taxpayers to pay a large fee to the private sector 
to provide a service that the public sector can provide at a fraction of the cost. And, 
as I will discuss next, it is straightforward to design a program that covers a large 
proportion of farm-level risk that can be easily administered by FSA, that is readily 
affordable, and that allows the private sector to provide the kind of insurance cov- 
erage that only the private sector can provide. 

County ACRE Program 

ACRE was developed in the 2008 Farm Bill at the behest of those who believe 
that farm program payments should be targeted at revenue rather than price. After 
all, it is revenue that pays production costs, not price or yield. But the usefulness 
and acceptance by farmers of ACRE has been limited because of program design 
problems caused by budget and political considerations. Budget considerations re- 
sulted in ACRE covering only 83.3 percent of planted acres rather than 100 percent. 
This makes it less suitable as a substitute for crop insurance. In addition, farmers 
who choose ACRE give up 20 percent of direct payments, making the participation 
decision more difficult. Political considerations primarily involved justified concerns 
by the crop insurance industry that a strong ACRE program would reduce their 
compensation from taxpayers. Thus there was no integration of ACRE with crop in- 
surance, and ACRE insured state revenue rather than county revenue. In addition, 
the requirement that a farmer must demonstrate a farm-level loss before receiving 
an ACRE payment made the program much more difficult to administer. 

It would be much simpler and more useful to change the ACRE program to a 
county-level program, increase the coverage to 100 percent of planted acres, and do 
away with any program feature that requires farm-level yield reporting. In addition, 
instead of using the full season-average price in ACRE, use of the average price over 
the first 5 months of the marketing year would allow payments to be made as soon 
as NASS releases county yields, which usually occurs in late winter and early 
spring. The many advantages to these changes include that it could be easily admin- 
istered by FSA, it would provide a large degree of protection against farm-level rev- 
enue declines, and it would avoid providing the kind of services that the private sec- 
tor is better suited to deliver. 

To get an idea of what a county ACRE program would cost, I calculated what such 
a program would have paid out had the program been in place from 1980 to 2008. 
Because the ACRE 3 deld is based on yields in the previous 5 years, and the ACRE 
price is based on prices in the previous 2 years, yields from 1975 to 1979 were used 
to calculate 1980 ACRE yields, and 1978 and 1979 prices were used to calculate 
1980 ACRE prices. The full NASS season-average price was used as is currently 
done with ACRE because of the difficulty in compiling monthly prices in the histor- 
ical period. To account for how yields and prices have varied over time, historical 
payments were expressed as a percentage of the ACRE guarantee in each year. The 
average percent payment across all years from 1980 to 2008 payment was then cal- 
culated for each crop and county. Figures A1 to A7 (see the appendix) map the re- 
sults for each county and crop when the ACRE guarantee was set at 90 percent of 
the product of the ACRE price and the county ACRE yield. As shown, for corn and 
soybeans, most of the lowest-risk counties reside in the Corn Belt as one would ex- 
pect. 

To estimate average per-acre pa 3 mients, average percent losses by county were 
multiplied by what 2009 per-acre guarantees would have been for three different 
coverage levels to estimate what the program would be expected to cost had it been 
available in 2009. The results are shown in Table 1 by crop. At the 90 percent cov- 
erage level, projected payments range from around $10 per acre for barley to $36 
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per acre for rice. These average payments reflect both the average percent losses 
shown in the appendix maps as well as the average per-acre value of the crop. 

Table 1. Average Annual Per-Acre County ACRE Payments by Crop 



ACRE Coverage Level 

90% 

85% 

95% 


$/planted acre 

Corn 

22.61 

16.05 

31.10 

Soybeans 

15.87 

10.82 

22.48 

Wheat 

13.63 

9.70 

18.51 

Cotton 

23.55 

17.17 

31.40 

Rice 

36.01 

24.30 

50.48 

Barley 

10.13 

6.82 

14.49 

Grain Sorghum 

12.18 

8.66 

16.59 


Table 2 multiplies the Table 1 per-acre projected payments by 2008 planted acres 
for each crop and county to project total cost for each crop and for the entire pro- 
gram. As shown, the projected total cost of a 90 percent program for these crops 
is $3.78 billion. Increasing the coverage level to 95 percent would increase projected 
annual costs to $5.4 billion. Decreasing the coverage level to 85 percent would lower 
costs to about $2.5 billion. 

Table 2. Average Annual County ACRE Payments Per Year by Crop and 

Total 



ACRE Coverage Level 


90% 

85% 

95% 


$ million 

Corn 

1,620 

1,065 

2,374 

Soybeans 

1,079 

709 

1,573 

Wheat 

658 

475 

884 

Cotton 

201 

149 

265 

Rice 

110 

74 

154 

Barley 

40 

28 

55 

Grain Sorghum 

72 

52 

97 

Total 

3,780 

2,552 

5,401 


To put these costs into perspective, the annual cost of the direct pa 3 mients pro- 
gram is $5.2 billion. This implies that direct payments could just about pay for a 
county ACRE program that covered 95 percent of the product of the county ACRE 
yield and the ACRE price. Alternatively, cost savings from the crop insurance pro- 
gram would pay for a substantial portion of the costs of a county ACRE program. 

This program would have no farm-level loss trigger and no payment limits, both 
of which would reduce costs. Many farmers would find that their farm-level risks 
would be covered adequately by a county ACRE program, so they would drop out 
of the crop insurance program. Other farmers would find that they need supple- 
mental insurance, such as crop hail insurance, or supplemental multi-peril insur- 
ance. Both of these types of customized insurance are exactly the type of insurance 
that should be provided by the private sector without government involvement. The 
amount of cost savings from the crop insurance program would depend on whether 
the crop insurance companies could be set free from Federal control or whether 
there would still be a need for Federal involvement. At a minimum, it would make 
sense for existing crop insurance policies to be modified to account for county ACRE 
payments. Such a move could easily result in costs savings in excess of $4 billion 
per year. 

Payment Limits 

A redesign of Federal commodity supports away from direct payments and crop 
insurance and toward an easy-to-administer program based on county revenue 
would make more efficient use of Federal teix dollars. But such a move would re- 
quire some decisions about payment limits. Currently, crop insurance subsidies and 
payments are not subject to payment limits or limits on adjusted gross income (AGI) 
whereas FSA-administered programs are subject to both.. Thus, moving a significant 
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portion of agricultural risk that is currently borne by the Federal Government from 
RMA-administered programs to an FSA-administered program with no change in 
payment limits would not be favored by large farms. 

One alternative is to simply do away with payment limits and recognize that a 
large share of the nation’s food supply is being produced by a decreasing number 
of large, efficient producers, so if Congress’s goal is to support agriculture, then it 
makes sense to support those individuals who are making the investments and 
bearing the risk of supplying our food. 

Another alternative is to keep payment and AGI limits in place and apply them 
consistently across all Federal farm programs, including crop insurance. After all, 
the crop insurance industry would not exist without Federal support, and the mag- 
nitude of taxpayer subsidies flowing through the crop insurance program to large 
farmers is often much greater than in other programs. Why does it make sense to 
apply payment limits to direct payments and ACRE payments when there are no 
limits to subsidies from crop insurance? 

Concluding Remarks 

Calls for reform of farm commodity programs have a history as long as farm pro- 
grams themselves. Today’s combination of growing and unsustainable Federal debt 
and widespread dissatisfaction with Federal control of private business increases 
the importance of making sure that Federal farm programs represent efficient use 
of taxpayer dollars to support agriculture. Current programs fail the efficiency test. 
The crop insurance program supports the crop insurance industry as much as or 
more than it supports production agriculture. And it is difficult to figure out why 
tax dollars should flow to farmers during highly profitable years through the direct 
payment program. 

The new programs passed in the 2008 Farm Bill, ACRE, and SURE, show that 
Congress recognizes the need for a new approach. Adoption of both programs re- 
vealed dissatisfaction with crop insurance despite the billions in tax dollars being 
spent on the program. The next farm bill represents an opportunity to push reform 
further and more completely. If the ACRE program were moved to the county level, 
then there would be less need for SURE and less need for Federal subsidies for crop 
insurance because a greater share of agricultural risk would be borne direct by teix- 
payers rather than indirectly through existing risk-sharing agreements. Such a 
move could be completely funded by savings from the crop insurance program or by 
reductions in direct payments. Either way, taxpayers and farmers would be better 
served. 
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Appendix 

Average County ACRE Payments Expressed as a Percentage of the Guar- 
antee 

Figure Al. Projected Corn Payments for a 90 Percent County ACRE Guar- 
antee 
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Figure A2. Projected Soybean Payments for a 90 Percent County ACRE Guar- 
antee 
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Figure A4. Projected Cotton Payments for a 90 Percent County ACRE Guar- 
antee 



Figure A5. Projected Barley Payments for a 90 Percent County ACRE Guar- 
antee 
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Figure A6. Projected Grain Sorghum Payments for a 90 Percents County 
ACRE Guarantee 
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The Chairman. Thank you very much, Dr. Babcock. We appre- 
ciate your testimony. 

Professor Hamilton, welcome to the Committee. 

STATEMENT OF NEIL D. HAMILTON, J.D., DWIGHT D. 

OPPERMAN DISTINGUISHED PROFESSOR OF LAW AND 

DIRECTOR, AGRICULTURAL LAW CENTER, DRAKE 

UNIVERSITY LAW SCHOOL, WAUKEE, lA 

Mr. Hamilton. Thank you, Mr. Chairman. Thank you. Members 
of the Committee, and let me begin by acknowledging my friend 
and colleague and fellow Iowan, Congressman Boswell. This is a 
special opportunity and honor for an Iowa farm boy to speak before 
you; 35 years ago this summer, I was a Congressional college in- 
tern for a young first-term Congressman from Iowa, Tom Harkin. 

I spent my professional career working on agricultural law 
issues, and I want to begin by commending the Committee on your 
work in creating the 2008 Farm Bill. This is, especially, for a num- 
ber of the programs dealing with issues of new and beginning farm- 
ers, organic production, export promotion, rural development and 
renewable energy and the working lands approach of the Conserva- 
tion Stewardship Program. In that regard, my first recommenda- 
tion is that while you have to turn your attention to the 2012 Farm 
Bill, there is still a great deal of work that needs to be done in 
terms of implementing the good things that you enacted in 2008, 
such as the Individual Development Account Pilot Program for be- 
ginning farmers. 

That brings me to my second topic, which is that there is no 
more important challenge facing the future of America’s food and 
agricultural system than helping identify who the next generation 
of farmers will be. That is why Drake University, Farm Credit, 
USDA, Risk Management and dozens of other partners sponsored 
a 2 day forum here in D.C., in March, on the whole issue of policy 
innovations and opportunities that are important to farmers. 

I think the good news is that there is a great deal of interest in 
that issue. There are some exciting things going on in the states. 
I think the even better news is there is a real surge in interest 
among young people, farms kids and others alike to become in- 
volved in agriculture. But, our challenge is that we really haven’t 
developed a comprehensive or national commitment to helping the 
next generation of farmers, and time is of the essence. You know 
what is happening in terms of the age of farm population and the 
concentration of land. The 2008 Farm Bill began a number of im- 
portant steps and there are additional things that we can do to 
help create opportunities in rural America. 

In that regard, I would like to speak for a moment about the 
whole issue of expanding local and regional marketing. This is a 
subject I have been involved with for many years. A number of 
years ago I wrote this book. The Legal Guide for Direct Farm Mar- 
keting, for the USDA, and my wife and I have been farmers market 
vendors and today deal directly with restaurants. This is a growing 
and important part of our agricultural system. Just last week, the 
Iowa Department of A^icultural Land Stewardship issued a study 
concerning the $60 million worth of activity that Iowa’s farmers 
markets create alone. 
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You know, in recent months a number of people have criticized 
local markets as being detached from the realities of production ag- 
riculture, and have that they are aimed at hobbyists and organic 
growers whose customers are affluent local growers. I think that 
Congressman Boswell will agree with me that few of the 30,000 h- 
central lowans who went to opening day of the Des Moines Farm- 
ers Market on May 1, either would recognize or deserve the label 
affluent local growers. These were people who were looking for 
fresh food. They were looking for an opportunity to see their 
friends and an opportunity to spend some money with farmers and 
reconnect after the long winter. In that regard, the same is true 
whether you go to a farmers market in Wilmer or Enid or Garden 
City that, if you only look at the market, you are only looking at 
one part of the equation. I encourage you to follow the pickups and 
the vans back to Lacona and Mingo, and see the money being 
counted on the kitchen table. Think about the markets as a real 
way of taking urban money back out into rural America onto farms 
and small towns where it is reinvested. That is why I encourage 
the Committee to continue supporting expansion of local and re- 
gional markets. 

You know, in that regard, there are a number of programs and 
things that you have done in the farm bill that may be relatively 
minor programs and with small budgets, but it is important that 
you realize how important these are to a large number of people 
in rural America. Programs like the Farmers Market Promotion 
Program that received over 500 applications for the last grant 
round and other programs like the Farmers Market Nutrition Cou- 
pons. 

You know, there is more to say but my time is running out, and 
I guess I would end by saying that I encourage you to recognize 
that all farmers, regardless of their size, and all consumers, regard- 
less of their needs, are constituents of the Committee. You know, 
the words of Saint Paul that are etched above the door at the 
USDA says, “The husbandman that laboreth must be the first par- 
taker of the fruits,” and rural and local markets help make that 
possible for your constituents. I would encourage you to take a 
broad and a big tent approach as we think about who it is that is 
served by the 2012 Farm Bill. Thank you very much. 

[The prepared statement of Mr. Hamilton follows:] 

Prepared Statement of Neil D., Hamilton, J.D., Dwight D. Opperman 

Distinguished Professor of Law and Director, Agricultural Law Center, 

Drake University Law School, Waukee, IA 

Mr. Chairman, thank you for the invitation to testify this morning, I appreciate 
having the opportunity to share thoughts on some aspects of the next farm bill. Let 
me began by acknowledging my fellow lowans. Congressmen Boswell and King. Mr. 
Chairman this opportunity is very special as I have been involved with agriculture 
since the moment I was conceived on a 200 acre farm in Mercer Township, Adams 
County, Iowa, land that has been in my family since the 1870’s. Thirty-five years 
ago this summer I was a college intern for a young first-term Congressman from 
southwest Iowa on this Committee, Tom Harkin. My professional career of over thir- 
ty years has been spent as a lawyer and law professor focusing on legal issues af- 
fecting farmers, agriculture, food, land and rural development. I have taught classes 
on many aspects of agriculture and food law, written numerous books and articles 
for farmers, and lawyers and lectured widely on a variety of topics, in particular 
those relating to sustainable agriculture, direct marketing, and policies to create op- 
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portunities in our food and farming system. In recent years many of my talks are 
about the 2008 Farm Bill and important programs it created. 

I want to begin by commending the Committee on your work creating the 2008 
Farm Bill, especially your attention to issues like support for new and beginning 
farmers, organic production, innovative marketing, export promotion, rural develop- 
ment and renewable energy, local and regional food systems, and the working lands 
approach of the Conservation Stewardship Program. In that regard my first rec- 
ommendation is while your attention must turn to the next farm bill, there is much 
work yet to do implementing programs authorized by the 2008 bill, such as encour- 
aging appropriators to fund the Individual Development Account pilot program, urg- 
ing USDA to implement the land contract guarantee loans to encourage sales to be- 
ginning farmers, and promoting the Conservation Reserve Program Transition Op- 
tion, to be announced by USDA this week. 

Mr. Chairman, like you I have worked on many farm bills over the last 30 years 
and one challenge is making sure the promising ideas, often new programs used to 
attract support, are in fact implemented. New developments and budget concerns 
have sometimes prevented us from realizing the promise and hard work that goes 
into writing a farm bill. Some of you have been here long enough to remember the 
unrealized goals of the 1996 Farm Bill’s Fund for Rural America. We need stability 
and predictability for agriculture and rural policy so we can plan for the future and 
develop capacity and understanding. 

This brings us to our second topic — new and beginning farmers. To my mind there 
is no more important challenge facing our nation’s food and farming sector than who 
will be the next generation of America’s farmers. This is why the Agricultural Law 
Center teamed with USDA Risk Management, Farm Credit and dozens of other 
partners to hold a 2 day Forum on America’s New Farmers: Policy Innovations and 
Opportunities, here in Washington, D.C. in March. The good news is there is wide 
interest in the topic and recognition of its importance. Over 200 people from 40 
states attended and shared promising examples of actions being taken at the local 
and state level to support new farmers. We discussed the challenges of financing 
new farmers and of working with landowners to make land available for new oper- 
ations. More good news is there is a strong and growing interest by many young 
people — farm kids and others alike — to be involved in food production. Our nation 
and rural communities need the energy of new families to help steward the land, 
produce our food, and build the rural economy. But we have yet to develop a com- 
prehensive approach or national commitment to helping the next generation of 
farmers — and time is of the essence. The aging farm population; concentration of 
land with older owners; transfers to off-farm, often out of state heirs; and increasing 
farm tenancy all create si^ificant challenges to the sustainability of agriculture, 
the health of rural communities, and even the design of farm programs. 

The 2008 Farm Bill took several important steps: funding the Beginning Farmer 
and Rancher Development Grants, targeting FSA loans, and directing USDA’s Office 
of Advocacy and Outreach to coordinate beginning farmer efforts. There are other 
opportunities, such as building on the land matching programs in many states like 
California Farm Link, and the growth in new farmer training and incubator efforts, 
such as the Land Stewardship Project Farm Beginnings work in Minnesota and Illi- 
nois. I believe there is even an opportunity to create a national New Farmer Corps 
to create public service opportunities in the food and agriculture sector. Next week 
a group will meet in Detroit to craft a Food Corps pilot within AmeriCorps, designed 
to help people work with school gardens, educating kids about nutrition, food and 
farming. These efforts build on the farm-to-school marketing program authored by 
the Committee. 

Third, I want to talk with you about expanding local and regional markets and 
the role sound policy can play in creating opportunities for farmers, improving food 
access, and strengthening local economies. My wife Khanh and I have been involved 
with local marketing for years, selling at farmers markets and now directly to res- 
taurants. Ten years ago I wrote The Legal Guide to Direct Farm Marketing for 
USDA’s Sustainable Agriculture Research and Education program, to help educate 
a growing segment of U.S. agriculture. Last week the Iowa Department of Agri- 
culture and Land Stewardship released a survey showing in 2009 Iowa’s 223 farm- 
ers markets contributed close to $60 million in direct sales and an additional $12 
million in personal income to Iowa’s economy. Secretary of Agriculture Bill Northey 
said, “Farmers markets are a great opportunity to access fresh, nutritious, locally 
grown foods,” noting the markets let consumers get to know and interact with farm- 
ers who produce their food. 

In recent months some have criticized local markets as “completely detached from 
the realities of production agriculture” and “aimed at small, hobbyist and organic 
producers whose customers” are affluent urban locavores. I believe these character- 
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izations of the markets, farmers and shoppers are inaccurate and unhelpful. I think 
Con^essman Boswell will agree few of the 30,000 central lowans who attended 
opening day at the Des Moines farmers market May 1st would either recognize or 
deserve the label “affluent locavore.” They are hard working lowans looking for 
fresh local food, an opportunity to socialize with friends after a long winter, and the 
chance to spend some money and reconnect with the 200 farmers and vendors who 
make up the market. No one went because Iowa’s grocery stores were out of food 
or because our food supply is unsafe. They and the millions of Americans who buy 
local, have many motivations for spending money with local farmers. They aren’t 
necessarily looking for cheaper food — they are looking for better food, whatever that 
means to them. 

The same is true if we go to the farmers markets in Wilmar, Enid, or Garden 
City. If you look at a farmers market and see only the shoppers you are looking 
at just one end of the equation. I encourage you to follow the pickups and vans back 
home to Mingo and Lacona — and hundreds of small towns to see the day’s sales 
being counted on the kitchen tables. Then you will see urban money flowing back 
to farms and rural towns where it is spent and invested by thousands of farms and 
businesses. No, these farms will not feed the world, but no one said they would. But 
they do help feed millions of citizens and support thousand of farm families — and 
they create opportunities for new farmers to get a foothold in agriculture. This is 
why I encourage the Committee to continue supporting expansion of local and re- 
gional markets. It is why USDA’s Know Your Farmer, Know Your Food effort is im- 
portant. By taking an integrated approach to a range of different programs you au- 
thorized — USDA is helping make USDA and the Committee an important ally for 
farmers of all sizes. 

My parents farmed for over fifty years and my wife and I have sold food locally 
now for over fifteen. There are two things we experience every season my parents 
never did. They never set the price for what they sold — corn was worth what was 
on the chalkboard and cattle brought what the order buyer offered. But when we 
deliver 100 pounds of fresh-picked, ripe tomatoes to a customer’s back door we set 
the price. The second difference — perhaps even more important to the idea of being 
a farmer — is my parents never had the satisfaction of anyone thanking them for 
raising their food. No one came to the farm and said “Ham and Zella those were 
the best soybeans we ever ate.” It didn’t make my folks worth less as farmers but 
it did make it possible for them to feel disconnected from, even in conflict with con- 
sumers. 

When we go out to eat and see our farm listed on the menu and see diners enjoy- 
ing food we grew it brings a sense of satisfaction. When someone tells my wife 
“those baby beets were the best ever” it is like another paycheck. It may not pay 
the gas bill but is the psychological encouragement to put in the hard work it takes 
to raise food. In our food system we have severed many of the connections between 
people and their food and between farmers and eaters — and we have paid a price 
for doing so. Efforts to build local and regional markets make good economic sense — 
and help reestablish connections and increase understanding of farming. The efforts 
do not detract from programs to support commodities but can be woven into our ex- 
isting farm structure. Many in agriculture are concerned about what they see as 
undeserved criticisms — but it is hard to criticize people you know and trust. Local 
markets put a face on our food and benefit all farmers. 

In that regard the Committee needs to realize how valuable the programs you in- 
clude in the farm bill are for expanding local and regional food systems. Some are 
minor programs with small budgets but they are important to farmers and con- 
sumers in every state. Programs like the Farmers Market Promotion Program — 
USDA received nearly 500 applications for a recent round of $6 million in grants; 
the Women Infants and Children (WIC) and Seniors Farmers Market Nutrition cou- 
pons that help thousands of low income families and seniors buy fresh produce; and 
USDA’s community food projects and Risk Management’s office of civil rights and 
community outreach. They have funded hundreds of initiatives to build stronger, 
more resilient food and farming systems, like the Iowa Food Policy Council I chaired 
for 6 years. These programs aid thousands of farmers and connect the Committee 
to a growing part of our food system. 

Another segment of agriculture deserves the Committee’s time and attention, 
some refer to it as “agriculture of the middle.” These are the mid-sized farms like 
my parents’, and whatever name you use, it is important the farm bill supports fam- 
ily farms being squeezed by market forces but holding on. These farms may be too 
big or too remote to take advantage of direct marketing, but increasingly they are 
tapping into new value-added markets. With the right set of policies we can help 
these farmers thrive. The Committee took several important steps in 2008 with pro- 
grams like the new mid-tier value chain program in Rural Development’s Value- 
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Added Producer Grants and the Local and Regional Food Enterprise opportunity in 
the Business and Industry Loan Program. The Conservation Stewardship Program 
can provide support to care for the land as these farms pursue new market opportu- 
nities. I encourage you to continue and to expand these efforts in the next farm bill. 

Our farm may be different than my parents but they are both farms and I encour- 
age you to recognize all farms, regardless of their size, and all consumers, regardless 
of their means, as deserving. In the words of St. Paul etched on USDA’s Whitten 
Building, “The husbandman that laboreth must be the first partaker of the fruits.” 
These programs help many of your farm constituents thrive. This brings me to my 
final observation and that is our need to have a “big tent” approach to America’s 
food and farming system. Corn and soybeans are central to our farm economy, I 
know because we raise them on my farm in Adams County. But the farm sector, 
the food system, and our rural economy are about more than just commodities. I 
have written about these forces as food democracy at work in our country creating 
more opportunities for farmers, eaters, and rural residents alike. 

If our thinking is broad in efforts to assist farmers, rural communities and land- 
owners we can include the traditional crops and forest products we produce, process 
and market — but also encourage a more diverse rural economy with a wide range 
of products and services. Some opportunities will be in renewable energy and new 
markets for environmental services, like carbon sequestration. We can build on our 
experience with ethanol in terms of rural investment, job creation, and creating new 
markets — and thereby help unlock the capital in rural America and create new busi- 
nesses structures and opportunities for local owners. Some efforts will expand the 
range of food products and crops we raise, and how they are marketed. And other 
opportunities will involve helping conserve and steward our soil and land resources. 
We can support new uses for rural lands, and add to the farm economy by creating 
new livelihoods so our children can stay in rural America, or come home, and so 
others will want to move there. Your work on the next farm bill is critical in helping 
build a brighter future for America’s farmers, eaters, and rural citizens. I wish you 
the best of luck and success. Thank you. 

The Chairman. Thank you, Professor Hamilton. 

Dr. Kinsey, welcome to the Committee. You are recognized. 

STATEMENT OF JEAN D. KINSEY, Ph.D., PROFESSOR, APPLIED 

ECONOMICS DEPARTMENT, AND DIRECTOR, THE 

FOOD INDUSTRY CENTER, UNIVERSITY OF MINNESOTA, ST. 

PAUL, MN 

Dr. Kinsey. Thank you very much. Good morning. Honorable 
Chairman Peterson and other Members of the Committee. I thank 
you for bringing us together to explore the trends in food and agri- 
cultural industry as you prepare for the 2012 Farm Bill. 

In my time in watching and studying the food and agricultural 
industry, I have seen an evolution in this industry across the entire 
supply chain. I think it is important to point out at the beginning, 
I view this, the farming, as a part of a continuum down to the plate 
and our work includes everything from farm to fork, if you will. I 
have also seen in consumers’ attitudes towards the quality and 
healthfulness of the food being produced, so I will address those 
trends as I see them, those that are most apparent and that are 
influenced by public policies set in motion by the farm bill and the 
latest legislation. 

In the interest of time, I am going to do this as the nature of a 
few bullet points because there are several that need to be consid- 
ered. First of all, we have seen consolidation in all aspects of the 
food industry up and down the supply chain. This has been driven 
largely by the efficiencies of big box stores, and the dominant deci- 
sion-making partners in the food supply chains have moved over 
the past 7 or 8 decades from the farmers, to the processors/manu- 
facturers, to the wholesalers which are now merged with the retail- 
ers, and to a large extent now, retailers representing this revolu- 



162 


tion in consumers’ thinking. There is some reversal in this consoli- 
dation due to a large fragmentation of consumer groups, but never- 
theless that trend does continue. 

Talking about consumer attitudes and health, there is great con- 
cern about the quality and healthfulness of the foods and diets. 
There is a merging of knowledge and interest between food and 
health. Food is being held responsible for chronic illnesses and the 
lack of wellbeing. We started at the consumer attitude area with 
organics, which moved into natural, then fresh, then sustainable 
and now local has been mentioned. It is being held up as respon- 
sible for environmental concerns, animal-friendly concerns and 
minimal processing, and this is an international concern. It is not 
confined to the United States. It includes concerns about the cli- 
mate, as well. There is a general lack of trust in the food produc- 
tion and in the government’s ability to handle the healthfulness of 
food. 

The food has also been tied to the obesity crisis and is being held 
responsible for that. It is tied to concerns about cancer and heart 
disease and diabetes. As we all know, allowing these general health 
conditions to exist is a very expensive proposition. It is a very ex- 
pensive proposition in the terms of healthcare for individuals as 
well as for the government. 

The most common questions that I get these days from people in 
all walks of life including my own private physician is this, why is 
the government not subsidizing fruits and vegetables like they do 
corn and soybeans? I tell you I hear that at least once a week. 

We are at one of the lowest levels of confidence in the safety of 
the food system that we have ever seen. We have been tracking 
confidence in the safety of the food system, now in our center on 
a weekly basis, and we are developing an index of this confidence 
so that we hopefully track it over time and find out how it changes. 
We know it changes with the media. After the peanut butter recall 
more than a year ago now, that confidence dipped to 22 percent. 
In other words, 22.5 percent of the consumers in this country were 
confident in the safety of the U.S. food system. Who do they hold 
responsible for their safety? Number one is government. Number 
two is manufacturers. Number three is consumers themselves. You 
will see this on the charts that were submitted. After the spinach 
recall, the responsibility of farmers which was the fourth one down 
the line now popped up to be the third one on the line. So the be- 
ginning of the food chain on the farm is not exempt from this re- 
sponsibility in the consumers’ mind. Food and agricultural policies 
certainly can’t alleviate all of these problems, but they are related. 

I would just like to put two more quick items on our agenda so 
to speak. I know you are not responsible for school lunch in this 
Committee, but what happens in food and agriculture affects that 
and affects the food that is available and also the cost. 

We are still very concerned in this country about food insecurity, 
that is hungry people. About six percent of the people are still hun- 
gry. That is also a costly proposition in terms of the amount of 
healthcare costs individually, the increased cost of special edu- 
cation and related items. 

Food is being called upon to lead the way and participate in cre- 
ating a healthier population. In formulating the 2012 Farm Bill, we 
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hope you will consider the role of food and agriculture in the health 
of the nation’s people. Thank you very much. 

[The prepared statement of Dr. Kinsey follows:] 

Prepared Statement of Jean D. Kinsey, Ph.D., Professor, Applied Economics 

Department, and Director, The Food Industry Center, University of 

Minnesota, St. Paul, MN 

Good morning. Chairman Peterson, and Committee Members. I am Jean D. 
Kinsey, Professor, Applied Economics Department, and Director of The Food Indus- 
try Center, University of Minnesota. Thank you for bringing us together to explore 
trends in the food and agriculture industry as you prepare for the 2012 Farm Bill. 

In my capacity as a professor of agricultural and applied economics for thirty- 
three years and the director of a research and outreach center focused on changes 
in the food industry and consumer behavior, I have seen the evolution of this indus- 
try and of policies that facilitate efficient production, trade, and a safe, affordable 
and abundant food supply. I have also seen an evolution in the way food is delivered 
to consumers and a revolution in consumers’ attitudes towards the quality and 
healthfulness of that food. I will address those trends that are most apparent and 
that are influenced hy public policies set in motion through the farm bill or related 
legislation. 

Food Industry Consolidation 

It will come as no surprise to you that firms all across the food supply chain have 
consolidated and become larger, more global, and more competitive. Mergers and ac- 
quisitions have been largely horizontal, i.e., retailers buying other retailers, farmers 
buying out other farmers. In the post-farm gate part of the supply chain it is gen- 
erally observed that this consolidation started in the early 1990’s with the advent 
of Wal-Mart, a large and extremely price competitive retailer who entered the food 
retail business. Their use of electronic inventory control and data management al- 
lowed them to push efficiencies in procurement and sales beyond that known to 
other U.S. retail food companies. In order to compete, retail food and food wholesale 
companies began to merge, learned to manage inventory, and pressured food proc- 
essors and manufacturers for lower prices and just-in-time delivery. This led to 
mergers and acquisitions in the food processing sector as a way to counter the bar- 
gaining power of the new, larger retail firms. This trend continues today. However, 
there is some evidence of a reverse trend, one towards smaller, more local, more 
service oriented companies. 

The reverse trend focuses on smaller, niche markets for largely middle to upper 
income households or to immigrant groups with their own unique food preferences. 
Retail food stores have been bifurcating since the early 1990’s into low price, big 
box sellers and higher price, boutique sellers of food that is merchandised as or- 
ganic, local, natural, environmentally friendly, exotic or global. This reverse trend 
is due in part to the fact that most retail food companies cannot compete with the 
big box stores on price so to survive as a business, they appeal to a customer who 
is more interested in service, a pleasant ambiance while shopping, and foods that 
come in smaller packages, are specially sourced to be compatible with a social cause, 
or are prepared to be ready-to-eat. This has turned many stores into semi-res- 
taurants. Another trend is for stores of all types (gas stations, drug stores, depart- 
ment stores) to sell food. Food can be purchased almost anywhere, putting more 
competitive pressure on the conventional food retailer. 

Also, there has been major investment from Europe in retail food stores, where 
successful companies have little room to expand and find this market profitable. 
(Aldi from Germany, Ahold from the Netherlands, Tesco and Sainsbury from Eng- 
land) Food retailers in the U.S. have rarely invested off-shore except for Wal-Mart 
who has expanded into Mexico, China, England and parts of South America. On av- 
erage, the profitability of the U.S. retail food sector has not been adequate to gen- 
erate investment capital for global expansion. The run-up in commodity prices and 
food prices in 2008-2009 and the recent recession have exacerbated this situation 
as more consumers seek lower priced food and retailers absorb some of the increased 
costs. In contrast, food processors/manufacturers were able to sustain prices that in- 
creased in 2008-2009 and have been largely profitable. They are in a position to 
negotiate with their suppliers (farmers) for price and quality characteristics. 
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Consumer Attitudes — Food Quality and Health 

There is a level of awareness and concern about the quality and healthfulness of 
food in the marketplace that exceeds anything in memorable history. How did this 
come about? 

• Authors like Michael Pollan {Omnivor’s Dilemma), Paul Roberts {The End of 
Food) and many others have been widely read quoted and followed leading to 
serious questions about the healthfulness, safety and efficacy of the food avail- 
able to the public. 

• The development of organic farming and sustainable agricultural practices have 
been captured by the rest of the supply chain — food manufacturers and retailers 
and consumers who demand more organic foods on the belief that they are 
healthier not only for the environment and the earth, but healthier for the 
human body. A large increase in the demand for organic foods led to a short 
supply and questionable marketing practices (labeling) to meet the demand. 

• The large demand for organic foods cooled during the recession because they are 
more expensive, but it has been merged with the demand for foods that are 
local, natural and not highly processed. 

• Advice columns and many in the medical profession, among others, are advo- 
cating that consumers eat much more fresh or minimally processed foods. Some 
processed foods are viewed as artificial at worst and tasteless at best. Some of 
the advice is to not eat foods with ingredients that you cannot recognize or pro- 
nounce. This is putting great pressure on food processing companies to reformu- 
late their products with heightened concerns about the food’s shelf-life and safe- 
ty. Minimally processed foods can be more hazardous due to microbiological con- 
tamination since the microbes may not be killed or controlled during the proc- 
essing. 

I participated in an international roundtable discussion sponsored by Ahold and 
Wageningen University in the Netherlands (Amsterdam) on February 4, 2010. One 
of the biggest food challenges of the Western world was explored — that of how con- 
sumers select a healthy diet? Sixteen thought leaders from top universities, major 
institutions and food companies spent a day identifying the issues that consumers 
have with selecting a healthy diet. Some findings: (a.) The perceptions of “healthy 
food” is that it is expensive, less accessible, less tasty and less convenient, (b.) Too 
many foods are calorie dense and border on being addictive; portion sizes are too 
big; supermarkets compete on price not quality; food companies are working too 
much on ingredients and too little on finished foods; and quick service food compa- 
nies apply aggressive marketing (sometimes to children), (c.) Choices are confusing 
due to labeling inconsistencies and inaccuracies; dietary habits are very hard to 
change; some people really do not have a choice (no knowledge or low income); fu- 
ture health consequences are not accounted for at the time of food selection. ^ 

During the roundtable discussion identifying the issues and problems was rel- 
atively easy; there was little disagreement among the global participants. The solu- 
tions are harder and involve small but persistent efforts from all parties to the food 
chain. Communication and education were widely advocated, but to be effective, re- 
tailers and food producers alike need to change production and marketing strate- 
gies. The environment in which food is produced and offered for sale must change 
to correspond with changing consumer habits and healthier choices. 

Studies of consumers’ motivations to purchase local, natural, organic foods show 
a desire for: 

• Authenticity/Integrity (integrity of companies, food, information). 

° Consumers distrust company information and those who speak at them. 

° Consumers revert to social networks — friends and individuals for informa- 
tion — blogs, Facebook etc. A danger here is that everyone is an expert and ru- 
mors rapidly become “facts.” 

° Freshness is the most important criteria — extremely important to % of con- 
sumers. 

° Attributes important to consumers: 

■ hormone-free 35%. 

■ all natural 32%. 


iThe Roundtable on Encouraging Healthy Food Choices http:! / 
www.roundtablefoodchoices.wur.nl / UK/. 
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■ local 23%. 

■ organic 15-19% (growth in sales slowed to 1%). 

■ gluten free 14%. 

• Minnesota Study ^ — Reasons to buy local food. 

■ -75% Better quality and freshness. 

■ -35% Lower environmental impact/lower transportation. 

■ -32% Support small business — (Big local businesses?) 

■ -30% Help local economy. 

■ -12% Food safety traceability. 

■ -10% Better price. 

° Reasons to buy local food by demographic attributes: 

■ Better quality and freshness — increases with age. 

■ Lower environmental impact/lower transportation — highest income level 
and younger ages. 

■ Support small business — middle age and high income. 

■ Help local economy — youngest ages. 

■ Food safety traceability — low income. 

■ Better price — young age and low income. 

The image of lower prices is most puzzling, because many studies show that local 
food is more expensive. Studies also show that despite fewer miles traveled, local 
food products sometime use more fuel per pound of food delivered because they use 
less efficient modes of transportation.^ This illustrates the importance of accurate 
communications about the characteristics of the food in our supply chain. 

In addition, there is the obesity crisis believed to be largely due to the wide 
availability of calorie dense foods and supersized portions throughout the food chain. 
This has often been construed as an unintended consequence of farm policies de- 
signed to make food abundant and affordable. Subsidized commodities grown in ex- 
cess of domestic demand have been good for the export business and for the farmers. 
There have been many good reasons for these policies. But, these foods find their 
way into school lunches, into food assistance programs, and into low priced foods 
that may be replacing other foods, like fruit and vegetables, that have additional 
nutrients with fewer accompanying calories. 

• The obesity crisis is real and is especially troublesome as it relates to children. 
Recent reports indicate that 27 percent of young people ages 17-24 are too fat 
to be accepted in the U.S. military."* This is shocking and is a concern for our 

national defense. 

• Obese children are developing type II diabetes in record numbers which means 
that their health care costs will be higher throughout their lifetime and their 
life expectancy is diminished. 

• Obese peoples’ health care costs are 42 percent more than that of normal weight 
people, ($4,870 versus $3,400 per year) putting excess burdens on their house- 
holds, on their employers and on the public health care bill through Medicare 
and Medicaid. This is an issue for Federal and state deficits. 

• Obese people are absent from work an average of 5 days more per year than 
normal weight persons and cost employers an estimated 2.25 times as much due 
to illness. This is a problem for productivity as well as the well-being of work- 
ers.® 

• It is well known that obesity is linked to numerous cardiovascular diseases and 
cancers. A recent study by the American Institute of Cancer Research, stipu- 
lates that 49 percent of endometrial, 35 percent of esophageal and 28 percent 


2 Durham, Catherine A.; King, Robert P.; Roheim, Cathy A. “Consumer definitions of ‘locally 
grown’ for fresh fruits and vegetables” IN: Journal of Food Distribution Research, v. 40, no. 1, 
March 2009, pp. 56-62, 2009. 

^King, Robert P.; Gomez, Miguel I.; DiGiacomo, Gigi., “Can local food go mainstream?” IN: 
Choices, v. 25, no. 1, 1st Quarter 2010, 2010. 6 p., 28 cm. http: II wwiv.choicesmagazine.org ! mag- 
azine / article.php?article=l 1 1. 

* Grist, “National Security and the Waistline,” New York Times, Week in Review, April 23, 
2010. ijittp:! I NYTimes.com) 

® Burton et al. Journal of Occupational and Environmental Medicine, 1998. 
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of pancreatic cancers are linked to obesity. The costs of health care, loss of pro- 
ductivity and pain and suffering are obviously heightened in these cases. 

Farm policy alone cannot solve the obesity crisis, but it is incumbent upon policy 
makers to carefully examine the consequences (intended and unintended) of the sup- 
ports to agriculture that result in an over abundance of inexpensive, high calorie 
foods, especially to children. 

• The most common comment I hear in conversations with people from all walks 
of life are, “Why doesn’t our government subsidize the produetion of fruits 
and vegetables like (or instead of) corn and soybeans?” 


■ With median farm household incomes between 3 and 21 percent higher 
than the incomes in non farm households since 1998, it is hard to justify 
subsidies on the basis of farm income supports.® 

• Fresh foods are more expensive and they require more of consumers’ time to 
prepare. Making them available through the support of community and farmers 
markets helps availability, but not the cost. Imports of fresh produce often 
lower the price and are one way to improve availability. 

Farm Bill and National School Lunch Program (NSLP).^ 

As you are well aware, the primary legislation that affects the NSLP is the Child 
Nutrition Act, which is in the process of being reauthorized by Congress currently. 
This legislation is handled by the Senate Agriculture Committee, but in the House 
it is handled by the Committee on Labor and Education. However, there are ele- 
ments of the farm bill enacted in 2008 that significantly benefited the NSLP. 

• The U.S. Dept, of Agriculture (USDA) is almost certain to adopt the 2005 USDA 
Dietary Guidelines for Americans as the new nutritional standards for the 
NSLP, as recommended by a major study by the Institute of Medicine requested 
by USDA. In particular, this will require that the NSLP serve more fruits, 
vegetables, and whole grains. This will raise the cost of school lunch 
since these are relatively expensive foods. 

• Specifically, the lOM recommendations will require the following: 

i. % to 1 cup of vegetables per NSLP serving (varies from grades K-12). 

ii. V 2 to 1 cup of fruit per day (varies by grade level). 

iii. must include V 2 . cup of orange, dark green leafy vegetables and legumes per 
week. 

iv. starchy vegetables (i.e., potatoes) limited to V 2 cup per week, which is much 
lower than currently for school lunches. 

V. 1 to 2 grains per day; more than 60% must be made with greater than 50% 
whole grain flour. 

• The Obama Administration called for spending $1 billion more per year on the 
NSLP. However, the bill that passed the Senate A^icultural Committee and is 
now before the Senate increases spending by only $460 million per year, which 
would work out to $0.06 more per school lunch than the current Federal 
reimbursement rate for the NSLP. The additional 6(2 is not nearly enough 
for most school districts to be able to meet the likely new nutritional guidelines, 
in particular to serve more fruits, vegetables, and whole grains. The School Nu- 
trition Association (SNA) reports that the average cost to prepare and serve a 
school lunch that meets Federal nutritional standards was $2.92, that is, $0.24 
more than the current reimbursement rate of $2.68 per meal. The SNA is rec- 
ommending an increase of $0.35 per meal. If these programs were funded at a 
much higher level the NSLP would be in a much better position to meet the 
new nutritional requirements, plus farmers would benefit from greater sales es- 
pecially of fruits and vegetables. 

• The last farm bill contained crucial elements that benefited the NSLP, particu- 
larly in terms of serving more fruits, vegetables, and whole grains. However, 
most were funded at a very low level or were just pilot programs. 


® Jones, Carol Adaire, Daniel Milkove, and Laura Paszkiewicz. Farm Household Well-Being, 
USDA, ERS Briefing Paper February 2010. 

"^Thanks to Dr. Ben Senauer for the information on the National School Lunch program. His 
research in this area has been most helpful. 
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— The Bill provided $70 million for the Fresh Fruit & Vegetable Programs per 
year. 

— The Bill eased bidding restrictions for school districts that wanted to buy lo- 
cally grown foods. 

— The Bill established a pilot program with $4 million of funding to provide 
whole grains in several schools. 

— The farm bill increased to $50 million per year the funding to Purchase Fresh 
Fruits and Vegetables for Schools, in the Dept, of Defense (DOD) Fresh Pro- 
gram. The DOD is involved because the nutritional status of military recruits 
affects our nation’s national security. 

— $10 million was provided for five state pilot programs to establish school gar- 
dens in “high-poverty” schools. 

(Source: School Nutrition Association). 

Food Insecurity 

In spite of an abundant and generally affordable food supply, there are still at 
least 14.6 percent of households without enough food for optimum health and 5.7 
percent that are hungry.® While conducting a study of the returns to investing in 
eliminating hunger it became obvious that poor nutrition, especially in children, is 
a costly phenomenon. Quite apart from the suffering and embarrassment to individ- 
uals, food insecure people suffer more illnesses and hospitalizations; there is more 
iron-deficiency in children and depression in mothers. Emotional and mental disabil- 
ities associated with chronic food insecurity lead to more absences from school and 
poorer school performance, in turn, leading to the need for expensive special edu- 
cational programs and lower work productivity in later life. In sum, tolerating hun- 
ger in this land of plenty brings with it social and financial costs that can be mini- 
mized by programs that ensure food security in rural and urban areas alike. 

Food Safety 

I have personally been involved in food safety and food defense research through 
grants from the National Center for Food Protection and Defense, a Center of Excel- 
lence at the University of Minnesota funded by the Department of Homeland Secu- 
rity. Most of this research has focused on consumers’ attitudes and expectations 
about food safety, but one study benchmarked food firms in the supply chain as to 
their preparedness to defend the food they handle and their other assets from a ter- 
rorist attack. The benchmark study found that the largest firms (manufacturers and 
foodservice companies especially) were the most prepared but there was room for 
much improvement. The weakest area of preparation was the communication and 
coordination with their supply chain partners. This emphasizes the importance of 
efforts to track and trace the source of food up and down the food chain. 

Surveys of consumers regarding their concerns about food safety and defense have 
shown that they are more concerned about companies and the government being 
prepared against food terrorism than about attacks with airplanes or other meth- 
ods.® We have been conducting a continuous survey of U.S. consumers since May 
2008 to track the changes in concern about food safety and food defense as stories 
in the public media rise and fall with various food recalls related to foodborne ill- 
nesses. The impact of these recalls and lingering consumer concerns on retail sales 
of directly affected foods and their substitutes and complements is an ongoing part 
of this study. It is an important study since it is the first time we have had the 


®Nord, Mark, Margaret Andrews, and Steven Carlson. Household Food Security in the U.S., 
2008 USDA, ERS report, November 2009. 

® Thomas F. Stinson, Jean Kinsey, Dennis Degeneffe and Koel Ghosh. “How Would Americans 
Allocate the Anti-Terrorism Budget? Findings from a National Survey of Attitudes about Ter- 
rorism.” IN: Homeland Security Affairs, v. 3, no. 2, June 2007. 

Jean Kinsey, Wes Harrison, Dennis Degeneffe, Gustavo Ferreira, and Sakiko Shiratori, “Index 
of Consumer Confidence in the Safety of the United States Food System,” American Journal of 
Agricultural Economics, 91:5, 2009, pp. 1470—1476. 

Dennis Degeneffe, Jean Kinsey, Koel Ghosh, Thomas F. Stinson, “Segmenting Consumers For 
Food Defense Communication Strategies,” International Journal Physical Distribution and Log- 
ics Management, 39:5, 2009, p. 365-403. 

Kinsey J., Stinson T., Degeneffe D., Ghosh K., Busta, F. Consumers Response to a New Food 
Safety Issue: Food Terrorism. Global Issues in Food Science and Technology, Ed. G.V. Barbosa- 
Canova G.V., Mortimer A., Colonna P., Lineback D., Spiess W., Buckle K., editors. lUFoST 
World Congress Publication. Elsevier. May 2009. 

Thomas F. Stinson, Koel Ghosh, Jean IGnsey, and Dennis Degeneffe, “Do Household Attitudes 
About Food Defense and Food Safety change Following Highly Visible National Food Recalls?” 
American Journal of Agricultural Economics, 90:5, 2008, pp. 1272—1278. 



168 


resources to conduct a weekly survey of consumer sentiment related to food safety 
and develop an index to measure changes over time. 

One of the most important and relevant findings in this survey is that consumers 
confidence in the safety of the U.S. food system is at an all-time low. Following the 
January nationwide Salmonella outbreak linked to peanut butter products, con- 
sumer confidence in the ongoing safety of the U.S. food supply had fallen to 22.5%.^° 
Consumers do not trust the food producers, processors, or retailers to consistently 
deliver safe food to their plates. They do not trust the government to protect their 
food either. In an initial survey in 2007 we learned that 35 percent of consumers 
ranked the government as the most important party responsible for the safety of 
food. They ranked processors/manufacturers as the second most responsible party 
followed by consumers themselves, retailers, then farmers and last, transportation/ 
logistics companies. After the large spinach recall in 2007 farmers’ responsibility 
surpassed the individual consumers in expected responsibility for food safety.^^^ As 
incidents of foodborne illness reoccurs in fresh produce, this perception is likely to 
persist. 

Tracking confidence in the safety of the food system from May of 2008 to date 
and constructing an index of the change in confidence has shown that confidence 
in the current levels of safety fluctuate with media stories about food recalls, but 
recovers in 3 to 4 weeks. Confidence in the preparedness of the food system to de- 
fend or render food safety rises and falls with greater magnitude and recovers more 
slowly. Implications of this research and findings are that both the government and 
food companies need to work hard to improve their perceived and actual ability to 
protect consumers from foodborne illnesses. Improved traceability of food ingredi- 
ents to their origins will help as will increased funding for food inspections and in- 
creased penalties for food companies that cause major food safety incidents. The in- 
centives to be vigilant and careful about food safety need to be aligned with the con- 
sequences. 

Not unlike the health care cost of obesity, the costs of foodborne illness are non- 
trivial. A new study estimates these cost to range from $39-$365 billion a year with 
an average estimate of $152 billion.^^ Even though the costs of investing in food 
safety measures seems high and the probability of an event to any given product 
or company is relatively low, the aggregate annual costs of these incidents are high 
and are born not only by individual consumers and their families but by employers 
and the health care system. 

New Role of Food 

We have traditionally viewed food as the source of nutrition and livelihood for 
human beings around the world. Indeed, there are many people still starving and 
the need to increase productivity to feed all the people of the world is a critical and 
immediate problem. 

In the United States and many other countries of the world however, over eating 
and the problems it produces for healthy lives has come to dominate food concerns. 
It is as though, in our abundance, we take the production and supply of food for 
granted. And now, we are asking the food system to deliver many other benefits, 
to be the bearer of environmental cleanliness and recovery, good health, and good 
living. 

The market for food has fragmented as has the market for other products and 
various cultures and lifestyles and philosophies about life and the role of govern- 
ment. Our heterogeneous population is segmented not so much by ethnicity, religion 
and race but by a quest to be unique, to rise above or move apart from mass cul- 
tural beliefs and activities. This splintering is facilitated by social media technology 
such as blogs and Facebook. Information about food travels fast whether it is true 
or not. Consumer frustrations are spread rapidly and food companies and govern- 
ment agencies have little time to react. There are no controls on the facts and 
fictions that “go viral” on the Internet. 

As a general rule, legislation and regulation lags behind technology and innova- 
tion and behind changes in lifestyle and attitudes. A careful examination of the way 
the farm bill influences the well-being of not only farmers and the productivity and 
efficiency of the food system but the ability to facilitate healthier lives and lower 


i*’ Press release by The Food Industry Center, University of Minnesota, February 23, 2009. 

Dennis Degeneffe, Research Fellow, Jean Kinsey, Director/Professor, Tom Stinson, Pro- 
fessor, Applied Economics Department, and Koel Ghosh, Post-Doctorate Researcher, The Food 
Industry Center, University of Minnesota. Reinforcing the Circle of Trust: The Impact of Food 
Safety Incidents on Consumer Confidence. Presentation at National Grocers Association National 
Convention & Supermarket Synergy Showcase, Paris Hotel, Las Vegas NV February 7, 2008. 

Robert L. Scharff. “Health-Related Costs from Foodborne Illnesses in the United States, 
2010.” Pew Trust study at Georgetown University. 
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healthcare and education costs is sorely needed and encouraged. Nothing is the way 
it used to be, except the fact that we must all eat and what we eat determines who 
we are. And, what we eat is strongly influenced by policies in the farm bill. 

Thank you for seeking to learn more about the trends in consumers’ perceptions, 
expectations and needs as it relates to their food and how it is being supplied. I 
look forward to answering any questions you may have. 
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Attachment 

Continuous Consumer Food Safety Confidence Tracking University of Min- 
nesota Food Industry Center Louisiana State University AgCenter 
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CFST Continuious Tracking of Consumer Confidence in Safety/Defense 

Consumer Confidence Index versus Media Coverage Index 
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The Chairman. Thank you very much, Dr. Kinsey. 

Dr. Paarlberg, welcome to the Committee. 

STATEMENT OF ROBERT PAARLBERG, Ph.D., B.F. JOHNSON 

PROFESSOR OF POLITICAL SCIENCE, WELLESLEY COLLEGE; 

ADJUNCT PROFESSOR OF PUBLIC POLICY, HARVARD 

KENNEDY SCHOOL, WATERTOWN, MA 

Dr. Paarlberg. Thank you, Mr. Chairman and Members of the 
Committee. It is an honor to be a part of this panel and share some 
of my views on the 2012 Farm Bill. 

My focus as an independent academic is on the politics of food 
and agriculture. I have just published a book called. Food Politics, 
and in my written testimony I examine three challenges that could 
change the politics of the 2012 Farm Bill debate and make the 
drafting of a business as usual farm bill more difficult for this 
Committee. The first two of these challenges, the budget challenge, 
with our current fiscal crisis, and the WTO challenge, particularly, 
the problem of WTO compliance for the cotton program. These two 
are obvious and I will skip over those in my oral testimony, but a 
third challenge just mentioned by Dr. Kinsey is the obesity crisis. 
I would like to focus on this. 

Our nation’s worsening obesity crisis is going to make passage of 
a business as usual farm bill more difficult in 2012 because a grow- 
ing number of critics have become persuaded that Federal policy is 
one important cause of the crisis. You have heard the arguments, 
I am sure, that Federal programs have made junk foods and snack 
foods artificially cheap relative to healthier choices; that Federal 
programs have made livestock feed and hence meat, artificially 
cheap. Federal programs have also made corn-based sweeteners ar- 
tificially cheap. 

In my view, these are all baseless charges. The Economic Re- 
search Service at USDA has looked carefully at junk food and 
snack food prices. They have found that the price of fruits and 
vegetables has fallen just as rapidly as the price of junk foods and 
snack foods. Our Federal programs do plenty of things that could 
be criticized, and I am a critic of many of them, but the one thing 
you can’t say they do is make sweetened foods artificially cheap or 
make corn or corn-based foods artificially cheap. 

Our tariff rate quotas on imported sugar make sweetened foods 
artificially expensive, and certainly our subsidies, tariffs, tax cred- 
its, and mandates for corn-based ethanol have driven up the price 
of corn. It is artificially expensive not artificially cheap. Ask the 
livestock industry. Nonetheless, over the past several years a 
stream of dubious studies and popular books and amateur com- 
mentary have persuaded most of the American people that the 
farm bill causes obesity and that is a political problem. Fortu- 
nately, I believe there is something this Committee can do in the 
2012 Farm Bill to counter this impression. Sweetened beverages, 
particularly caloric sodas are, on the consumption side, perhaps the 
single most important contributor to our current obesity crisis. So, 
it may be time to look at the Federal nutrition programs as a place 
to address this concern. The nutrition programs currently take up, 
most critics don’t know they take up about 80 percent of the farm 
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bill baseline. Maybe this is a more promising place to turn for solu- 
tions. 

It may be time for these nutrition programs, particularly the 
SNAP program to stop subsidizing the consumption of caloric 
sodas. I would argue that caloric sodas should be made ineligible 
for purchase under the SNAP program. A little bit like tobacco and 
alcohol. This would not be an imposition of a tax. It would simply 
mean the removal of a subsidy and the total dollar value of SNAP 
benefits wouldn’t fall. These benefits would simply be deployed 
away from an obesity-inducing product, which isn’t even a food 
product after all. And of course, there is going to be resistance to 
this from those in the beverage industry that sell caloric sodas, but 
saying no to this segment of the beverage industry would be a good 
way to show the critics that the next farm bill is being drafted with 
the obesity crisis in mind. Thank you and I will stop there. 

[The prepared statement of Dr. Paarlberg follows:] 

Prepared Statement of Robert Paarlberg, Ph.D., B.F. Johnson Professor of 

Political Science, Wellesley College; Adjunct Professor of Public 

Policy, Harvard Kennedy School, Watertown, MA 

The Politics of the 2012 Farm Bill 

Federal policy in the food and farm sector has long followed the preferences of 
the Agriculture Committees of Congress, most specifically this Committee. Over my 
career as an independent scholar, I have repeatedly witnessed this dominating Agri- 
culture Committee role, and I have identified it again in a new book published last 
month by Oxford University Press titled “Food Politics: What Everyone Needs to 
Know.” My task here is to draw from the thinking in that book and look ahead to- 
ward the 2012 Farm Bill. Is the politics of the farm bill process changing or not? 
Will this Committee be able to write another “business-as-usual” farm bill in 2012, 
or will political realities force a break from the past? 

Historically, the Agriculture Committees of Congress have always been able to 
write the farm bill on their own terms, and I suspect this will remain the case in 
2012. Nobody can “force” this Committee to make a change. Secretary Vilsack might 
want a break from the past, but Secretaries of Agriculture don’t write farm bills. 
In fact. Secretary Vilsack has said he will not even send Congress a suggested farm 
bill for 2012, only perhaps an outline of a bill. Presidents don’t write farm bills ei- 
ther. Remember that President Bush actually vetoed the 2008 Farm Bill, calling it 
“wasteful,” yet Congress passed the bill over President Bush’s veto by a wide margin 
of three to one in the House and six to one in the Senate. In fact, the 2008 Farm 
Bill was wasteful, given that it re-authorized expensive subsidies at a time when 
net farm income in the United States was 40 percent above the average of the pre- 
vious 10 years. Yet the political reality remains: if the Agriculture Committees want 
an expensive business-as-usual farm bill, they can get one. 

The continuing power of the Agriculture Committees over the farm bill process 
is at first puzzling, given that farming today represents less than one percent of 
GDP and that farmers are less than two percent of our labor force. The Agriculture 
Committees retain their power despite this sectoral shrinkage by employing what 
scholars of legislation call a “committee-based logroll.” They draft a bill that first 
unifies all farmers (Republican and Democratic, crop and dairy. Northern and 
Southern, etc.) by providing something for everybody. Then they recruit support 
from beyond the sector by adding benefits for non-farmers. In proportion to the rel- 
ative decline of the farm sector over the years, the share of benefits provided to non- 
farmers has grown. 

This process of bringing non-farmers under the tent began in the 1960s and 
1970s, when farm bills were written to include greatly expanded food assistance pro- 
grams for the poor, valued by Members from urban districts. By 2002, more than 
60 percent of all farm bill spending went for these nutrition programs. The 2008 
Farm Bill was made attractive to nutrition advocates through an added $7.8 billion 
in spending over 10 years for the Food Stamp Program (renamed SNAP), an added 
$1.26 billion for the Emergency Food Assistance Program (TEFAP), and $1 billion 
for a free fresh fruit and vegetable snack program targeted to schools with low-in- 
come families (in each of the 50 states). In the 1970s, several reform-minded Secre- 
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taries of Agriculture had proposed that such nutrition programs be handed over to 
the Department of Health, Education, and Welfare, hut the Agriculture Committees 
kept them inside USDA, to broaden non-farm political support for the farm bill. 

In the 1980s, environmental advocates were brought into the farm bill tent 
through the addition of several resource protection measures. A Conservation Re- 
serve Program (CRP) in the 1985 Farm Bill gave growers cash rental payments for 
idling portions of their land. Later an Environmental Quality Incentive Program 
(EQIP) was added, paying farmers up to 75 percent of the incurred costs and income 
foregone for adopting certain conservation practices. While these payments to be 
“green” were primarily beneficial to farmers, they helped add new non-farm con- 
stituencies to the Farm Bill Coalition. 

Advocates for organic food were brought into the coalition in 1990, when that 
year’s farm bill added a title that created an organic certification system. Increased 
subsidies for “alternative agriculture” are now used to soften criticism of the (vastly 
larger) subsidies provided to conventional agriculture. In the 2008 Farm Bill, sup- 
port for the organic sector was expanded to include organic research and extension 
assistance, certification cost-sharing, and conversion assistance. 

Supporters of international humanitarian assistance have also become an impor- 
tant part of the Farm Bill Coalition, thanks to the longstanding inclusion of a sepa- 
rate title for international food assistance programs. Title II of P.L. 480 (adminis- 
tered by USAID) has been funded at an average level of about $2 billion annually 
since the farm bill of 2002. It supports the operations of many U.S. private vol- 
untary organizations working internationally in relief and development. This P.L. 
480 program also brings in farm bill political support from the maritime lobby, since 
the law reserves for U.S.-flag vessels 75 percent of all gross tonnage of food aid 
shipped. A number of smaller international food aid programs (Food for Progress, 
Bill Emerson Humanitarian Trust, McGovern-Dole International School Feeding 
and Child Nutrition) are actually administered by USDA itself. 

The something-for-everybody logroll approach has the advantage of keeping par- 
tisan paralysis to a minimum. For example, the legislation that eventually became 
the 2002 Farm Bill emerged from this Committee equally supported by Republicans 
and Democratics, without a single dissenting vote. The drawback to the logroll ap- 
proach, however, is the final cost to taxpayers. 

Outside the halls of Congress, a business-as-usual log-rolled farm bill in 2012 is 
likely to encounter several new kinds of pushback. Budget hawks and the recently 
energized Tea Party movement will probably pick up on President Bush’s concern 
that farm bills have become too expensive. Opponents of corporate agriculture will 
make a more vigorous case that farm subsidies are worsening our nation’s growing 
obesity crisis. And advocates for a new multilateral trade agreement in the World 
Trade Organization (WTO) will fight against any farm bill in 2012 that introduces 
new production distortions that might make an international agreement more dif- 
ficult to reach. The new pushback from these various directions in 2012 will not be 
strong enough to determine what this Committee does, but it may impose a larger 
political price this time around for continuing a business-as-usual approach. 

The Fiscal Crisis 

The 2012 Farm Bill debate is likely to take place in an unusually stressed fiscal 
environment. The Federal budget deficit was $1.4 trillion last year. It is projected 
at $1.56 trillion for this year, roughly 10.3 percent of GDP, not as high as the disas- 
trous budget deficit of Greece in 2009 (13.9 percent of GDP), but clearly a worrisome 
level. The Obama Administration hopes the deficit will shrink to only $1.3 trillion 
next year, but under the Administration’s budget projections the deficit is unlikely 
to drop below $706 billion a year at any time over the next decade. In recognition 
of this crisis President Obama launched a bipartisan National Commission on Fiscal 
Responsibility, tasked with finding a way to shrink the deficit to three percent of 
GDP within 5 years. In this fiscal environment it will be more difficult to hide the 
high costs of a business-as-usual 2012 Farm Bill. 

The Obesity Crisis 

The farm bill debate in 2012 will also be shaped by our nation’s growing obesity 
crisis. Between 1971 and 2000, the rate of obesity (BMI above 30) in the United 
States doubled from 14.5 percent to 30.9 percent. The medical costs associated with 
this crisis are now becoming significant. Iletween 1998 and 2008, the medical costs 
of treating obesity-related diseases in the United States doubled to reach $147 bil- 
lion. 

Farm subsidies do not cause obesity. Instead, the most important causes are a 
combination of reduced physical activity (as a constantly smaller part of workforce 
engages in actual physical labor; as automobile driving has replacing walking; and 
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as more leisure time is spent seated before computers or television screens) plus in- 
creased calorie consumption (as the price of food has fallen relative to income, as 
cigarette smoking has decreased, and as “grazing” on super-convenient and energy- 
dense prepared foods, snack foods, and fast foods replaces sit-down meals prepared 
from fresh ingredients by homemakers). Yet influential critics are now blaming a 
significant part of our nation’s obesity crisis on farm subsidies, which are said to 
be making animal feed, corn-based sweeteners, and unhealthy snack food artificially 
cheap. 

Such allegations are mostly mistaken. A USDA study in 2008 found that the price 
of fruit and vegetable products in the United States, if you control for quality and 
season of the year, had fallen at almost exactly the same rate as the price of choco- 
late chip cookies, cola, ice cream, and potato chips. Nor is it true that Federal pro- 
grams make corn artificially cheap for livestock producers. The corn program in the 
farm bill may lower prices slightly (by less than ten percent), but this effect is more 
than offset by Federal subsidies and mandates for corn-based ethanol, which drive 
up the price of corn, and also soybeans. Nor is it true that sweeteners have been 
made artificially cheap by our commodity programs; our tariff-rate quotas on sugar 
imports drive up all sweetener prices (and this further boosts feed prices, by divert- 
ing corn use to the production of high fructose corn syrup). Nor is it true that HFCS 
is more obesity inducing in drinks than natural sugar; HFCS in soft drinks consists 
of 55 percent fructose and 45 percent glucose, not significantly different from ordi- 
nary sugar, which is 50/50 fructose/glucose. 

So the alleged links between the farm bill and obesity are largely bogus, but they 
are nonetheless becoming a more powerful political current, one that could make a 
business-as-usual farm bill more difficult to enact in 2012. 

The WTO Crisis 

In July 2008, shortly after passage of the last farm bill, multilateral negotiations 
in the WTO to liberalize trade came to a halt because of disagreements over trade- 
distorting agricultural subsidies. If the 2012 Farm Bill does not leave room for sub- 
sidy reductions, these multilateral negotiations may be impossible to revive. Also, 
earlier in 2005, the U.S. cotton program was found to be in violation of America’s 
existing legal commitments in the WTO and the 2008 Farm Bill did not correct this 
flaw, so last August the WTO gave Brazil a right to impose punitive tariffs on U.S. 
exports as compensation for the U.S. violation. In order to prevent punitive action, 
the United States last month promised Brazil’s cotton growers a “technical assist- 
ance” fund of $147 million a year, to be replenished until the improper U.S. cotton 
subsidies are removed. This costly and embarrassing failure to reform our cotton 
program in 2008 will be at the top of the farm bill agenda in 2012. If the offending 
U.S. cotton program is not changed, or if our currently decoupled payments are re- 
placed by trade-distorting measures in the 2012 bill, America’s larger trade policy 
interests will be put in jeopardy. 

An Alternative Approach the Next Farm Bill 

In view of the above circumstances, a business-as-usual farm bill in 2012 will in- 
vite wide and damaging criticism. To diminish or avoid that criticism, several alter- 
native steps might be taken. 

1. Spend less than the budget baseline. Leaders on this Committee have already 
committed to a 2012 Farm Bill that costs no more than the budget baseline. 
This is the right instinct, but our fiscal crisis has emerged because existing 
spending baselines are too high. It would be a bold and worthy step for this 
Committee to write a 2012 bill costing less than the baseline funds available. 
Recall that designing farm bills to capture every dollar of available baseline 
spending has led to shortsighted changes in the past. For example, in 1996 a 
switch was made to de-coupled payments as a means to “capture the baseline” 
at a time when high crop prices were reducing projected outlays under existing 
programs. Congress was unable to discipline itself to stick to the new system 
when crop prices subsequently fell. 

2. Make caloric soda ineligible for purchase under the SNAP program. Sub- 
sidizing food give-aways, even healthy food give-aways, has never been a cred- 
ible policy response to our obesity crisis. Nor is it any longer sustainable within 
our new budget limits. In the Senate, recently, the Agriculture Committee 
passed a child-nutrition bill with an added $4.5 billion in spending that had to 
be financed in part through cuts in EQIP spending. 

A better approach would be to stop using the SNAP program to subsidize con- 
sumption of unhealthy products. Caloric soda, which is not a food, might be 
made ineligible for purchase using SNAP benefits (along with various other 
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products such as alcohol, cigarettes, and pet food). Removing the soda subsidy 
from the SNAP program would help correct the impression that our nutrition 
programs are hostage to the interests of beverage industry. 

3. Continue moving away from product-specific farm income support instruments 
such as countercyclical and loan deficiency payments. These distort production 
and trade. Replace these traditional instruments with whole farm revenue insur- 
ance. The 2008 Farm Bill made a move in this direction with the ACRE pro- 
gram, which protects farmers against declines in price and yield. The attraction 
of this approach is that taxpayer outlays only go up when prices or yields are 
going down. The limitations of the ACRE program are its link to current acre- 
age and prices for specific crops, which might require that it be counted as pro- 
duction distorting in the WTO, plus the fact that the pa 3 unents will be made 
against an artificially high price standard (the price levels that prevailed in 
2008). Also, participation has been limited so far (only about 13 percent of eligi- 
ble crop acres were enrolled in ACRE for the 2009 crop year) in part because 
of farmer misgivings about the statewide yield trigger and a reluctance to ac- 
cept the reduced direct payments and lowered marketing assistance loan rates 
that accompany the program. If the traditional instruments were made less at- 
tractive ie.g., through comparable reductions in payments and loan rates) more 
large growers would move over to an ACRE-type system. 

4. Commit a larger share of farm bill resources to rural public goods and agri- 
cultural research. Secretary Vilsack’s testimony to this Committee last month 
correctly stressed the value of supporting job creation and wellbeing in rural 
America — both on and off the farm — through increased USDA support for rural 
broadband, for regional food systems and supply chains, and for rural health 
and education. I would also stress the importance of food and agricultural re- 
search, a task we should not hand off completely to corporate labs. The private 
companies have produced some wonderful innovations (for example, the tech- 
nologies that are now moving American agriculture toward environment-friend- 
ly “precision farming”), but their money does not serve all crops or all farmers. 
The public sector should be pla 3 dng a larger role. The 2008 Farm Bill took an 
important step in the right direction when it authorized creation of a new Na- 
tional Institute of Food and Agriculture, but NIFA doesn’t yet have an adequate 
research budget. NIFA’s agriculture and food research initiative (AFRI) com- 
petitive grant program was funded in FY2010 at only $262 million, only V90 the 
size of the Competitive grants programs of the National Institutes of Health. 

In summary, this Committee will face an important set of choices when it begins 
drafting the 2012 Farm Bill. I believe this next farm bill should be approached as 
an opportunity to move U.S. food and agricultural policy into greater harmony with 
our fiscal and social needs, and with our larger national interests and international 
legal obligations. Many will be hoping for real change in the 2012 Farm Bill, beyond 
the standard business-as-usual committee-based logroll. 

The Chairman. Well, thank you very much. Thank all of the 
panelists for that excellent testimony. 

We will go to questioning. For those of you who haven’t heard, 
we are going to limit our questions. We don’t want you to ask three 
questions at the beginning of your time. We will ask you to ask one 
question at a time and when the yellow light goes on, you can’t ask 
another question, so we are going to try to keep it more on track 
here. And with that, I would recognize the gentleman from Penn- 
sylvania, Mr. Holden. 

Mr. Holden. Thank you, Mr. Chairman. 

Dr. Babcock, you have been instrumental in developing the Live- 
stock Gross Margin Program for Dairy. At a recent dairy policy 
hearing in my district in Harrisburg, Pennsylvania, producers ex- 
pressed interest in a Margin Insurance Program but their partici- 
pation in LGM was limited. Now, this program has now been in ex- 
istence for a few years. What have you learned and what changes, 
if any, are you considering making to the program to encourage ad- 
ditional participation? 
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Dr. Babcock. The changes that we are considering is that we are 
working with RMA to not force producers to pay 100 percent of the 
unsubsidized premium upfront when they sign the contract so they 
may have 6 months of insurance. We are asking them right now 
that they have to pay all of the premium at the time they sign the 
policy. We are going to allow them to stagger it because the dairy 
farming is a cash flow business, and we think that that would be 
fairer. We are also working with the Pennsylvania Department of 
Agriculture to ask RMA to approve a small subsidy for an LGM for 
dairy. 

Mr. Holden. Thank you. 

Dr. Paarlberg, in your written testimony you talk about ag re- 
search. As you know, the way research works at USDA doesn’t nec- 
essarily follow what we do in a farm bill. The appropriators choose 
to do what they want to do with it. What changes do you think 
should be made in the way that the appropriations are made for 
ag research? 

Dr. Paarlberg. That is a good question. I think the Agriculture 
Committee did its job in the 2008 Farm Bill by creating a new re- 
search institute inside USDA. Unfortunately, the appropriations 
have not yet given the leadership of that initiative the resources 
needed to produce results. I took a look at the Fiscal Year 2010 ap- 
propriations for NIFA for the Competitive Grants Program inside 
NIFA, and its only Voo as large as the Competitive Grants Program 
inside the National Institutes of Health. So we have the institution 
in place but the money is not there. 

Mr. Holden. Mr. Chairman, that is a big problem. I remember 
Kika de la Garza talking about it in 1993. I yield back, Mr. Chair- 
man. 

The Chairman. I thank the gentleman. 

The gentleman from Oklahoma, Mr. Lucas. 

Mr. Lucas. Thank you, Mr. Chairman, and we could spend lit- 
erally a week with this panel alone, but Dr. Babcock, let us talk 
for a moment about Federal Crop Insurance. You make some pretty 
to-the-point comments about the cost of the present program and 
the delivery mechanism and a variety of things. I once in awhile 
have constituents out in the countryside who tell me quite simply 
just give me money and I will go buy my own product somewhere. 
But, the fact of the matter is Federal crop insurance, as it is sold 
today, has to be approved by RMA, the products do. If you develop 
a new product, RMA reimburses you and all the companies can sell 
the same product. So, it is which agent sells which company’s prod- 
uct that is the same product. Discuss for a moment if you would 
the concept of Federal crop insurance working more like other in- 
surance products, whether it is competition and the uniqueness in 
the end products, is it a possibility. 

Dr. Babcock. In theory it could, but in practicality it is not clear 
that the purely privatized crop insurance companies can find the 
capital backing to underwrite the amount of risk that potentially 
could be taken on by them, and so it is just a risky business to un- 
derwrite agricultural losses. So in theory it could, but in practi- 
cality it is not clear that they could find the reinsurance to do it. 
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Mr. Lucas. Even with the volume of dollars that would he avail- 
able to farmers to purchase such products if we continued to make 
those dollars available to producers? 

Dr. Babcock. It is not clear that farmers would actually buy the 
belts and braces types of products that we have out there today if 
they were given the dollars to choose the insurance products they 
want. We have seen farmers buy crop hail insurance and that was 
a private market that actually worked, but the characteristics of 
crop hail losses are such that it is poolable and it doesn’t represent 
a very large need for reinsurance. 

Mr. Lucas. Dr. Paarlberg, your testimony also was fascinating 
and in your written testimony and your writings discussing the po- 
litical process that has created past farm bills, if you would look 
with me towards 2012. I think we might have potentially 100 new 
Members in the United States House. We might have ten new Sen- 
ators. Handicap what the odds are in passing the farm bill in 2012. 

Dr. Paarlberg. I think the odds are, do you mean in 2012 as op- 
posed to 2013 or do you mean at all? 

Mr. Lucas. I mean in 2012, 2013, 2014, at all. 

Dr. Paarlberg. If you give us out to 2014 I would say 100 per- 
cent. 

Mr. Lucas. And that will be because we still will pass a farm bill 
that will be based on the principals of recent farm bills, nutrition, 
production, conservation, tying the political landscape together. 

Dr. Paarlberg. Well, in my written testimony I give maybe a 
less elevated explanation for the repeated success of the Farm Bill 
Coalition. It is based upon a provision of benefits to a diverse set 
of constituency groups, not just farmers from every part of the 
country and every product market, but also consumers. In nutrition 
programs, the environmental community likes some of the Con- 
servation Programs. The international relief and developmental as- 
sistance community likes the food aid programs. The organic com- 
munity likes the organic certification programs. The shipping lobby 
likes the food aid program, so it has been successfully log-rolled 
into the coalition. 

Mr. Lucas. Do you find that as a holy or an unholy alliance? 

Dr. Paarlberg. I find it as an entirely typical alliance and not 
unique to the farm program. 

Mr. Lucas. I take that as a compliment. Thank you. Mr. Chair- 
man. 

The Chairman. I thank the gentleman. 

The gentleman from North Carolina, Mr. McIntyre 

Mr. McIntyre. Thank you, Mr. Chairman. 

Dr. Babcock, I would particularly like you and Professor Ham- 
ilton to respond to the role that you see agricultural policy playing 
with regards to rural economic development, and where you see our 
policy in agriculture in relation to rural development. We know 
that rural development in the farm bill is really much, much broad- 
er than only dealing with the great issues of farming but also the 
entirety, such as in North Carolina where 85 percent of the state 
is classified as rural, and the impacts on rural health, telemedicine, 
broadband, telecommunication, public facilities, first responders’ 
ability to be able to respond adequately and appropriately. Can you 
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tell me how you see agricultural policy continuing to affect rural 
economic development? 

Dr. Babcock. All those policies, those rural development policies 
that you mentioned are what is commonly called public goods. 
Their proper role, and they are for government and government is 
the proper place for those to be provided, and they are provided in 
the farm bill. They are part of the grand coalition that was just re- 
ferred to in terms of why the farm bill exists. I think that if one 
was to design a better farm bill from a public goods perspective, 
one would take some and find some extra money for those public 
goods. I think that would be a better farm bill. Whether or not it 
would increase the political viability of the farm bill is for you guys 
to decide. 

Mr. Hamilton. Congressman, I have taught a class for several 
years on rural development and rural lands, rural livelihoods. Part 
of the challenge is making sure that people in rural communities, 
particularly bankers and lawyers, the people who can help folks 
work those programs are aware of the array of what rural develop- 
ment has to offer. You on this Committee have made a number of 
important improvements in rural development. Today you have the 
producer grants which we make great use of in Iowa. The Wheat 
Program and Rural Energy Program that has helped to put on- 
farm wind turbines on a number of operations around our state. 
These are valuable programs. Part of the challenge, I believe, is 
finding the capacity in rural America and the entrepreneurial spirit 
to take advantage of what you have provided in terms of the loan 
guarantees and the other programs. Rural development it seems, 
for a number of years, has been this kind of almost hidden entity, 
at least within the agricultural law community. I think that we 
could play a role in helping people know in fact what is available 
there. 

Mr. McIntyre. I would like to ask any of the panel that would 
like to respond with regard to the importance of biotechnology. We 
know that in our area of North Carolina, that I have the oppor- 
tunity to represent, it has been a cutting-edge opportunity to tran- 
sition for farmers regarding biofuels and regarding research that 
can affect some of the concerns we have right now with foreign de- 
pendency on other sources for fuel. Can you speak to the impor- 
tance of biotechnology and where you see that affecting farm policy, 
particularly the upcoming farm bill? Yes, sir. 

Dr. Paarlberg. I could comment on that very briefly. It is inter- 
esting. If you look at yield gains in different crops across countries, 
the crops where biotechnology applications have been approved, in 
the United States corn and soybean particularly, show yield gains 
that are dramatically higher now than for crops where bio- 
technology applications have not yet been approved such as wheat. 
And if you look at the same crop in countries where biotech appli- 
cations have been approved, the United States versus those where 
they have not been approved, France, the biotech approving coun- 
tries see dramatically higher yield gains then those that reject the 
technology. The technology has been around now for close to 15 
years. I think it has demonstrated enormous potential to not only 
boost yield but to reduce chemical applications, reduce greenhouse 
gases, and reduce land-use requirements. I think any forward-look- 
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ing farm bill is going to want to find plenty of space for new science 
of all kinds, certainly, including modern biotechnology. 

Mr. McIntyre. Thank you, sir. 

Dr. Babcock, do you have a response? 

Dr. Babcock. Yes, it kind of is a double-edged sword from com- 
modity policy though because the great success of biotechnology in 
increasing yield, if the food sector had to absorb all that extra pro- 
duction, you would first see very low prices. Second, you would see 
a lot of demands on the commodity policies from coming in and 
compensating for those lower prices. But we have biofuels that 
sucks up, soak up about for corn 4 to 5 billion bushels of the sur- 
plus if you will that is created in part due to the biotechnology-led 
yield gain. I think if you look out 10 years, you are going to see 
that yield improvement continuing in corn and to a lesser extent, 
soybeans. I think that we are going to have to grapple a little bit 
with the resulting supply impacts and the price impacts of that, 
and that should he rolled in with our energy policy. 

Mr. McIntyre. Thank you. 

Yes, ma’am. 

Dr. Kinsey. To take just a little different tact on this, I think 
that it is very important to continue supporting as was said science 
of all sorts including biotechnology. Not just because it might in- 
crease yields of production here in the United States, but to the ex- 
tent that we are a leader in increasing yields around the world for 
the rest of the starving people in the world. Biotechnology plays a 
very important part there, and whether we transfer bushels of 
wheat and corn, or whether we transfer the technology to the other 
countries, is a very important aspect of this. 

Mr. McIntyre. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman from Kansas, Mr. Moran. 

Mr. Moran. Mr. Chairman, thank you. Before I ask my question, 
I would like to recognize the gentleman from Iowa, Mr. Boswell. He 
was in Kansas last Monday and on Tuesday morning he was in- 
ducted into the General Command and Staff College Hall Fame at 
Fort Leavenworth, Kansas. I want his colleagues to know that his 
military service and the recognition for that, as well as his being 
an instructor at the Command College. He is in great company 
with outstanding American military leaders, and I was pleased 
that Fort Leavenworth recognized our colleague, Mr. Boswell’s con- 
tribution to our country. 

Mr. Chairman, let me ask a question that takes us to back to the 
testimony by Secretary Vilsack, when we initiated our hearings on 
the new farm bill here in Washington, D.C. It caught some of our 
attention at least that the Secretary had virtually nothing to say 
about Commodity Programs. His focus was on rural development, 
broadband, farmers’ markets, and I have heard the witnesses here 
speak at least to some degree about those things. But, in my expe- 
rience in watching the communities of Kansas and yes, we have 
challenges in still stabilizing the population. The demographics 
continue to trend against us, but it is clear to me that the success 
of the production of agriculture is going to determine the future of 
many communities that are located in my state. And if we are 
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going to have a prospering Main Street, if we are going to have 
automobile and pickup dealers, we are going to have feed stores 
and grain elevators, it is not going to be because someone has a 
lifestyle as a farmer and has a job in the city and then comes home 
to enjoy a hundred acres. The Secretary in his conversation with 
the National Association of Farm Broadcasters then highlighted 
that that was a goal that we should supporting, the opportunity for 
people to return to that hundred acre setting while earning a living 
some place else. The reality is that while that is a great thing, and 
I encourage people to return to their roots and lifestyle of a farmer 
and living in rural America is a great thing, would you disagree 
that if we are going to have economic prosperity in rural America, 
our farmers are the ones who are going to have to have economic 
success on an ongoing basis? Am I missing something? 

Mr. Hamilton. Well, Congressman, I certainly agree that the 
farm community is the significant piece of the rural economy, but 
I am not sure that a solid and vibrant farm program is necessarily 
the same thing as a Rural Development program. You would have 
to ask the Secretary what he meant. I know that, as I see it, agri- 
culture policy is part of it, but also dealing with the opportunities 
in rural America are part of it as well. And that is why part of my 
remarks focused on putting new people back there because if your 
part of Kansas is anything like the part of Iowa I grew up in, it 
has been a history of population decline, farm consolidation, larger 
operations. And, the farm programs are certainly important to 
those operations, but in terms of the health of those small rural 
communities, I would hate to bank on a successful farm program 
being what is going to support a Prescott or a Cromwell or a Cor- 
ning, Iowa. I think there has to be more to it and the Census num- 
bers would show that agriculture receives a significant amount of 
its income from non-farm employment and off-farm jobs. It has 
been that way forever and is increasing, so I don’t necessarily see 
them as two separate things. I think they are actually woven to- 
gether. 

Mr. Moran. Well, I don’t disagree that they are both important, 
but I think that there is a growing emphasis upon one over the 
other. So what you just said, it makes sense to me, but we need 
to make certain that there is not this belief that farm programs or 
a farm bill that is structurally sound on behalf of production of ag- 
riculture is something that is no longer important. I look back to 
the 1980s in which farmers were failing instance after instance 
after instance and you can see the exact corresponding relationship 
in the changing demographics, the reduction in population of com- 
munities across Kansas. And so to suggest that we — what I worry 
about is there is now a suggestion that we don’t have to worry so 
much about the financial success of production agriculture because 
there is something else, that lifestyle farming is going to take its 
place. It is going to repopulate rural America. The point I want to 
make, and I don’t know that this panel is going to acquiesce to my 
point, but the point I want to make is that you cannot exclude the 
production agriculture and still expect these other things. 
Broadband is a great thing, but if we do not have successful farm- 
ers in rural America, those communities are not going to be there 
to enjoy broadband. That core is still there and if you look at Main 
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Streets of communities across Kansas and it is the feed store and 
the fertilizer dealer. It is the co-op. It is the bank that lends to 
farmers. It is the automobile dealership. Their customers are pro- 
duction agriculture and in their absence we are going to see an 
even greater exacerbation of the problem we face in the demo- 
graphics of the population decline of rural America. 

My time has expired, Mr. Chairman. Thank you. 

The Chairman. I thank the gentleman. 

The gentleman from Iowa, Mr. Boswell. 

Mr. Boswell. Well, thank you, Mr. Chairman and Mr. Moran, 
again we are on the same track. I appreciate what you just said 
and I want to make a comment about that. I am not going to edito- 
rialize, but I will stick to one question, Mr. Chairman. 

I appreciate what Mr. Lucas said early on that we can sit with 
this panel for a week. Thank you for giving us your time in being 
here probably all day and not finish our discussions, but you prob- 
ably are not going to let us do that. No? Okay. 

I, just on that point, that Mr. Moran was making, I look in the 
audience and I see the National Farm Bureau is here and many 
others, and everyone of us wants to provide food and fiber for this 
country and make it plentiful and affordable and safe. I have no 
doubt about that and I don’t care who you are. And I believe that. 
Dr. Hamilton, as I have been, I have seen the land that you are 
a steward over several times because I believe that your point is 
well taken. There is room. There is not a threat to production agri- 
culture. There is room for both. This world population is growing 
by what, 90 h- million per year and there is no threat from one to 
the other. There is room for both is my belief, and I have been look- 
ing at this for a long time. I think that those markets you are talk- 
ing about it, there is a need for it and people want it. It should 
be provided for, but we can’t take away. I heard that from all of 
the panel, I think, and we have to keep the research going on yield 
production and the intrinsic values. You folks could tell us about 
what has happened in the different crops, corn whatever to get the 
intrinsic values to do what we want to do for the alternative fuels 
and so on. We must stay on the research and I just wish we could 
move away from worrying about one is a threat to the other be- 
cause there is demand for both, and I don’t see any threat at all. 

Let us get to a question now. I am very concerned that at the 
hearings we heard about the ACRE Program and it is too confusing 
or whatever. I just wonder. Dr. Babcock or anybody, what you 
would suggest that we can do to put this, when you talked about 
it and maybe you have already answered it. We will carefully look 
at your testimony, but in your opinion if we change to county level, 
I totally agree. I think that is right. I think you find probably a 
lot of us do. You increase the coverage to 100 percent of planned 
acres as opposed to 83.3. In your opinion, what are the most impor- 
tant changes we need to make? We probably can’t do everything or 
we may not or who knows, but what would be the most important? 

Dr. Babcock. In terms of the ACRE Program, a lot of the confu- 
sion about it came about because there is this farm level loss trig- 
ger on it and so you had to have a farm level yield history. You 
had to go and get your ESA records or your RMA records, and you 
had to bring them together. It was pretty complicated how that all 
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that got implemented, so that is one thing. Another thing was that 
is at the state level and then people were going well, what is the 
state yield and how is that going to affect me, because they don’t 
identify so much with the state yield. So, two moves that could be 
made would be to move into the county level, so that it would be 
more local so the yield variation in acre would reflect to a large ex- 
tent the yield variations on farms. I would just get rid of the loss 
trigger because then FSA can easily implement it, and farmers 
could easily understand the coverage they were getting. So that 
would be the move that I would make. 

Mr. Boswell. Thank you very much. 

What program do you think. Professor Hamilton, would be the 
most beneficial to the farmers markets? You have talked quite a bit 
on that, and I know you have put a lot of effort into it. What would 
be the most beneficial? 

Mr. Hamilton. Certainly a program that has shown a significant 
amount of demand is the money that you put into Farmers Market 
Promotion Programs. These are grants made by AMS to markets 
to help them deal with expanding their markets. You know, they 
have a $5 million grant round that receives over 500 applications, 
and after they went through the review panels they believe that 
they could have funded probably $20 million worth of those grants. 
These are grants at the local communities to the market structures 
themselves. Certainly, the programs that you have put a fair 
amount of money into, the Seniors and WIC, Farmers’ Market Nu- 
trition Coupon Programs that actually provide benefits to shoppers 
that are redeemed with farmers are important, but helping build 
the capacity of the markets. The capacity is also going to help cull 
the demand and increase the opportunities for the farm operations 
as well I believe. 

Mr. Boswell. Well, thank you. 

In closing, Mr. Chairman, I would just say this, I don’t want the 
sustainable people to get worried about this. I am very enthusi- 
astic, personally, and I think we all are. We have to promote and 
encourage in the yield and the values of production agriculture. I 
am very committed to that, but I don’t see a threat from what is 
going on in the sustainable side of it because there is room for 
both. I yield back. 

The Chairman. I agree with the gentleman. 

And I recognize the former Chairman, the gentleman from Vir- 
ginia, Mr. Goodlatte. 

Mr. Goodlatte. Well, thank you, Mr. Chairman, and thank you 
for holding this hearing. I have been interested in hearing the dis- 
cussion about where our priorities should be in the next farm bill, 
in terms of spending. I happen to agree with Mr. Moran and Mr. 
Boswell that the core of successful economies in rural America is 
going to be centered around agricultural production and processing 
and those things related to providing a safe and affordable and 
abundant food supply for this country. It worries me that the 
trend, however gradual it may be, is to depend upon agriculture 
elsewhere in the world. 

But I want to talk a little about the bigger picture that we face 
here in the Congress. We are facing this coming year another 
trillion-i- dollar deficit. The President’s budget which apparently 
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will not be acted upon by the Congress, and may not even produce 
a budget this year, projects a $3.8 trillion in spending against $2.2 
trillion in revenues and obviously part of that is related to the 
downturn in the economy that we have recently suffered. But, even 
assuming economic growth, which is taking place now to a certain 
extent, and assuming that that will continue on for the next dec- 
ade, at the end of that decade the President’s budget forecasts a 
deficit for the year 2020 of $1.2 trillion. So the net result of all of 
this is that the average over that decade is going to be adding a 
trillion dollars to our debt each year, and we are going to face some 
really tough decisions in this Congress. The sooner we get about 
facing them, the better off we and our nation’s economy is going 
to be, and the more likely we will be able to avoid the fate that 
is now facing an increasing number of European countries which 
have obviously well-developed safety net systems in their country 
to help people in various sense and circumstances. But the end re- 
sult is going to be the same if we don’t curtail the growth in spend- 
ing relative to the growth in our economy that generates those rev- 
enues. The result of that, in my opinion, is going to be that this 
next farm bill is going to be under extreme duress. We have no 
guarantee that we will be given the baseline that we have operated 
under in the past. I would just like to go through and ask each one 
of you where you see the maximum savings that can be attained 
and the best bang for the buck that we can get in rural America, 
and for the farmers who are the base economy of that rural econ- 
omy. Let us start with you. Dr. Babcock. 

Dr. Babcock. I would take direct payments and do a county 
ACRE Program, and then let the Crop Insurance Program shrink 
to a more appropriate size. I think that would save about $4 to $5 
billion a year so in my own small, little way that is over 5 years 
that is $20 to $25 billion. 

Mr. Goodlatte. Professor Hamilton. 

Mr. Hamilton. Well, it may not answer the question directly in 
the sense of the cost to the government, but I think that the issue 
of looking at nutrition as a responsibility of the Agriculture Com- 
mittee and the agricultural sector, that in fact we need to recognize 
that dealing with nutrition includes the needs of society is really 
a health challenge and looking for other places to in fact help fund 
and support the nutrition programs. It may not reduce the cost to 
the government, but it in part reduces the cost of this committee 
and on that issue, I think that as we think about food and its con- 
nection to health care reform we can deal with some of the cost 
that the government experiences in terms of healthcare by, in fact, 
improving the nutrition and diet of our population and look for the 
savings there. 

Mr. Goodlatte. Can we improve the nutrition and diet without 
spending more money? Can we spend less money in that area and 
achieve better nutritional habits on the part of our children and ev- 
erybody else? 

Mr. Hamilton. Well, Dr. Paarlberg may well speak to this, but 
he mentioned earlier the question of the food that he would make 
accessible under the SNAP Program would be one of those poten- 
tial reforms. 

Mr. Goodlatte. Thank you. 
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Dr. Kinsey. 

Dr. Kinsey. Actually, I would just tag along on the tail end of 
what he just said. I think that when you talk about the total Fed- 
eral budget, a big part of that is Medicare and a big part of what 
Medicare pays for is ill health due to obesity and due to unsafe 
food. To the extent that those two issues can be addressed through 
the kinds of foods available, the relative costs of food through the 
increased availability of fruits and vegetables and this sort of 
thing. I think that the reduction in costs on the health care side 
could largely, well maybe not largely, but substantially offset some 
of these costs that the total budget is worried about. There is about 
$40 billion estimated on the low side for foodborne illnesses and 
roughly the same amount for the health care costs due to obesity. 

Mr. Goodlatte. Thank you. 

Dr. Paarlberg. 

Dr. Paarlberg. For saving money, if you look at the farm bill 
baseline and I say it is 80 percent for nutrition programs so you 
are forced to take a look at that. You know, it is interesting, these 
nutrition programs were begun when there was a serious hunger 
problem in American, particularly in rural, poor communities, but 
that was many years ago. If you look at the data that come out of 
ERS carefully, you will see that on hunger today on an average day 
only one percent of American families now face serious food insecu- 
rity. We have fortunately because of income growth and because of 
reduced food prices, moved away from the acute hunger crisis that 
faced this country 40 or 50 years ago. As I say, we now have an 
acute obesity crisis, and you can try to address that crisis by 
spending more Federal money to push healthier choices through 
nutrition programs. We have tried that or you can combine that ap- 
proach with a removal of some of the subsidies in current nutrition 
programs for unhealthy choices. That would be my first preference. 

Mr. Goodlatte. Those are interesting suggestions and if you 
care to expand on those, I am sure the Committee would welcome 
those ideas. I do believe that we are going to have to achieve some 
substantial savings in this farm bill. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman from California, Mr. Baca. 

Mr. Baca. Thank you very much, Mr. Chairman and Ranking 
Member, for having this meeting and I appreciate the panelists 
being here. 

I want to look back on a statement that Dr. Paarlberg indicated 
that there is not a serious hunger in America. There is a serious 
hunger in America, 38 million people are going hungry right now. 
There is a high unemployment right now. I also believe that obe- 
sity is part of the problem that adds a lot to it, so we still have 
a lot of work in trying to make sure that we feed many of the peo- 
ple that are going hungry in the United States, especially those 
that aren’t employed right now. It seems like it is going to continue 
in that trend for awhile until the unemployment changes in the 
ability to have people put food on the table. 

Meanwhile though, I want to ask Dr. Kinsey a question. As you 
note in your testimony, the primary law authorizing the National 
School Law Lunch Program is the Child Nutrition Reauthorization 
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Act, but I believe that the farm bill will continue to be a positive 
vehicle for us to work on to improve health and the quality of 
meals. How can we expand the policies enacted in 2008 to get more 
fruits and vegetables and whole grains into our schools, and make 
those affordable to them? 

Dr. Kinsey. Well, I suppose one of the ways to do that is to shift 
some of the farm subsidy dollars away from the major crops and 
towards fruits and vegetables. As I said earlier and as I wrote, in 
terms of public opinion that is the most common statement that I 
hear, or the most common question is why can’t we subsidize fruits 
and vegetables to make them less expensive not only to school 
lunch but to the general public. And, we have a relatively safe and 
affordable food supply, but it is the matter of the relative prices. 
You know, the prices of fat and sugar are much, much cheaper 
than the prices of fresh fruits and vegetables, and so somehow any- 
thing that can be done to change those relative prices will help. 

Mr. Baca. Well, definitely because that is how we can begin to 
address the obesity problem. Reorientation, reeducation and edu- 
cational literacy that needs to be disseminated to a lot of us be- 
cause we have a lot of the food deserts that are out there. We know 
very well that parents and kids go out and the quickest meal is 
through a fast food place. We have to change that kind of concept, 
but we have to make sure that whatever we provide through the 
lunch programs, it has to be affordable to us. As we look at the 
budget now we look at the budget in the future to make sure that 
we have these fresh fruits and vegetables and whole grains. 

Let me ask you this: In your opinion, are there any unintended 
consequences of the 2008 Farm Bill that may be contributing to the 
current obesity crisis in America? If so, what are they and how do 
you think Congress can best avoid them with crafting the next 
farm bill? 

Dr. Kinsey. Well, some of the unintended consequences have 
been mentioned also by Dr. Paarlberg, but one of the end results 
as we have said before is that the combinations of fats, sugars and 
controlling the intake of salt, although that is not part of the pur- 
view, have made those kinds of foods super palatable. They have 
also made them super cheap and somehow we have to change that 
relative mix. Now, for school lunch, there is no doubt that the rec- 
ommendations by the Institute of Medicine along with the 2008 
Farm Bill to incorporate more fresh fruits and vegetables is going 
to cost a little bit more unless we can figure out a way to lower 
the cost of those. There are some other, and I can’t give you spe- 
cifics on this, but there are some other recommendations or maybe 
even regulations in school lunch that dictates the number of cal- 
ories that must be served to children of certain ages. I have heard 
school lunch people that are planning meals say I couldn’t serve a 
fresh pear for desert because it didn’t give enough calories in this 
meal by regulation. I think that some of those things could be 
looked at, as well. 

Mr. Baca. Okay and part of the problem, you mention super 
cheap and I am very much concerned that our American farmers 
have the ability to provide a lot of these fresh fruits and vegetables 
and whole grains. We are importing a lot from outside the country, 
and some of them may not be as safe as some of those that can 
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be afforded through us. But then we have to look at how can we 
make that affordable too, as well, because a lot of parents are con- 
cerned with a lot of the pesticides and such that have come in from 
other countries that we don’t inspect every one of those fresh fruits 
and vegetables that come in. 

Dr. &NSEY. Well, we don’t inspect those and we don’t inspect our 
domestic ones either, that carefully. I think that really is not the 
biggest issue. But, to provide fresh fruits and vegetables around 
this country, we are going to have to have some of those imported. 
There is no question about that and I think that again is part of 
the equation. There is just no one silver bullet here. You have to 
look at all of the pieces that can help provide a more balanced and 
more nutritious diet at the school lunch table. 

Mr. Baca. Okay, thank you. 

I know that my time has expired. 

The Chairman. I thank the gentleman. 

The gentleman from Nebraska, Mr. Fortenberry. 

Mr. Fortenberry. Good morning. Thank you, Mr. Chairman. 
Thank you all for coming today. 

I think that it is important to start at the top of the mountain 
here and think in a little bit broader terms about how much gen- 
eral farm support costs the government, less than one percent of 
the overall Federal budget, and how much that provides in terms 
of the impact on the overall economy. Now, this Congress a year 
and a half ago threw $700 billion at the credit laundering oper- 
ations on Wall Street in order to stabilize them, and year in and 
year out we have this set of farm programs that comes under a 
great deal of scrutiny, rightfully so. The farm bill isn’t perfect, but, 
nonetheless, during this economic downturn throughout the rest of 
the economy, this portion of the economy has remained relatively 
stable. Some pockets of difficulty here and there, but overall agri- 
cultural product and the well-being of the farm sector has provided 
one of the stabilizing influences in this overall economy for a rel- 
atively small investment of the public dollar. I think it is important 
for all of us to keep that in mind as we look at, appropriately look 
at potential adjustments to the overall farm programs. In that re- 
gard though, and I apologize, I missed your earlier testimony but 
what works well? What doesn’t work well, keeping in mind that 
earlier statement that I said that the main purpose of this is that, 
again, the stabilizing influence of this important sector of our over- 
all economy? And I will turn to some of you that have talked about 
nutrition programs as well. 

Dr. Babcock. Well, I will say one thing that worked fabulously 
well is our energy policy in terms of the Energy Independence Se- 
curity Act in terms of raising the demand for farm commodities 
that has put a good floor under the price of corn, soybeans, and 
wheat because soybeans and wheat compete with corn. So, that is 
from the farm sector and has been from the crop sector that has 
been really good. Not so much for the livestock sector because the 
feed costs have gone up of course, but overall in agriculture I think 
that that has been what has worked. 

Mr. Fortenberry. This is a good point and my second question 
was going to be about emerging opportunities and that is clearly 
one. 
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Mr. Hamilton. Congressman, I would add that I think that it is 
important as you think about people, that you focus on the cost of 
the farm programs to also think about the benefits this society re- 
ceives. One that hasn’t been mentioned this morning, but is impor- 
tant to remember, is how the farm programs play a significant role 
as an environmental program and as a soil conservation program. 
You know, the 1985 conservation title was one of the most signifi- 
cant things that we have done in farm policy probably in the last 
century, and whether it is sod-buster or soil-buster or cross compli- 
ance, those are important programs. They are helping conserve soil 
and protect water quality. Many of you remember the situation be- 
fore we had the CRP. CRP has functioned in part as a production 
control or management program that has really reduced some of 
the cost and other supply management programs. I guess part of 
my concern or at least issue would be as you look at the difficult 
question about how you move forward in structuring whatever the 
system of farm programs or farm support, the whole question about 
how we at least historically have used those as a carrying agent 
is the basis upon which we have rested our soil conservation policy 
and everything that is associated with that. That is important that 
we don’t lose that or that we in fact identify how that is going to 
be able to remain. 

Mr. Fortenberry. That is an interesting comment to wed the 
concepts of our environmental stewardship with the program itself 
One of the other factors I failed to mention as well to substantially 
lower food costs that we actually do enjoy in this country compared 
to other developed nations. Would you like to respond as well. Dr. 
Kinsey? 

Dr. Kinsey. Well, I think that obviously what has worked well 
is the large production of affordable and relatively safe food prod- 
ucts. What hasn’t worked so well is somehow being able to gain or 
regain the cause of this to the public in the safety of the food sys- 
tem. They hold the government largely responsible for that, wheth- 
er that is the right party or not, and when the public loses con- 
fidence in the food system or in the safety of the food system, it 
leads to a lot of what we might call some of the more fringe activi- 
ties around the food system. I think that fragments every ones op- 
portunities. 

Mr. Fortenberry. Thank you. 

Dr. Paarlberg. 

Dr. Paarlberg. I would say what has worked particularly well 
in the past are programs that have supported agriculture research, 
rural infrastructure and rural education. Historically those have 
been the strongest contributors to the high productivity growth 
that has made food abundant and affordable for Americans and for 
foreign customers of U.S. agriculture exporters. Those are the 
strong programs. I would also include historically some of the well- 
targeted nutrition programs. I am not opposed to nutrition pro- 
grams. They addressed serious problems with hunger in categories 
of our population several decades ago back when we were spending 
a fraction of what we are spending today. What doesn’t work so 
well today are first, excessively expensive nutrition programs that 
are trying to solve a hunger problem when we have an obesity 
problem. And second, commodity programs that I agree aren’t a 
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large part of our nation’s fiscal crisis at the moment, but they do 
present a fairness in targeting the issues. If you look at the dis- 
tribution of farm program benefits, something like ten percent of 
farmers are getting 60 percent of the benefits. There is an inequi- 
table distribution of benefits. Some very large growers with high 
net worth are receiving considerable subsidies from the Federal 
Government. Also, at a time when crop prices are high and the 
livestock industry is in trouble, should we still be providing such 
generous subsidies to feed producers and leaving what, I think, is 
an imbalance in outcomes across the sector as a whole. 

Mr. Fortenberry. Great, thank you very much. 

The Chairman. I thank the gentleman and I have to jump in 
here because I can’t take this anymore. I think we need to point 
out that those ten percent of the farmers that are getting 60 per- 
cent of the subsidies are actually producing 80 percent of the food. 
So I mean the way I view this, the so-called subsidies which is real- 
ly a safety net follows production and that is what it should do. So 
I mean in my opinion it is working the way it should, but the ques- 
tion I have is, how can we have these people come into my office 
talking to me about hunger and about food insecurity and then the 
same people basically coming in and talking about obesity? I don’t 
get this. How can you have a hunger problem and obesity problem, 
you know what I mean? I think you rightly. Dr. Kinsey, have point- 
ed out that we are losing the PR war, if you will, with city people, 
but these are the folks that are — they have some problems within 
their own thinking. I mean how do you square this? Have you 
checked into this? Have you examined how these people can have 
this conflicting view and does it make any sense? 

Dr. Kinsey. Well, let me go back to the question about how can 
you have hunger and obesity existing side-by-side. The fact is that 
you do and you do around the world this exists. 

The Chairman. Well, I am not talking about around the world. 
I am talking about the U.S. 

Dr. Kinsey. Yes, I know and we can even talk about Minnesota. 

The Chairman. Yes. 

Dr. Kinsey. Where we have been doing some work with the hun- 
gry population, if you will, and charities that serve that area. Part 
of the reason that you get obesity and hunger coexisting in the 
same household, sometimes even in the same person is the — well 
I don’t have time to get into the sort of the metabolics area here — 
but when people are hungry they eat whatever is available and 
whatever is available tends to be cheap. It tends to be fat. It tends 
to be calorie dense and nutrition poor, and so you perpetuate not 
only a hunger situation but you can do it with obesity simulta- 
neously. And we have no evidence that in the hungry population 
there is a greater proportion that are obese then there are in the 
general population, but that is a whole lot of people. That is about 
60 percent, so it does exist together and it just has to do with the 
kind of calorie-dense food that tends to be available. We find that 
obesity is greater at low income, and low and middle income house- 
holds than it is in higher income households. Part of this is edu- 
cation and information and opportunity and exercise and all of 
that. 

The Chairman. How much of it is marketing? 
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Dr. Kinsey. And a lot of it is marketing. 

The Chairman. Are there people marketing to those folks? 

Dr. Kinsey. They are marketing to those folks and they have the 
income and the wherewithal to purchase more expensive food basi- 
cally. 

The Chairman. Dr. Paarlberg, what do you think about this? 

Dr. Paarlberg. I think we have a serious poverty problem. We 
have long-term problems with low income communities in serious 
poverty. These problems do not any longer express themselves the 
way they used to in actual hunger. If you look at the diet of the 
poor and compare it to the diet of the middle class, in the past, the 
poor were undernourished compared to the middle class. Today, 
you compare the diet of the poor to the diet of the middle class the 
intake of protein is comparable. The intake of other nutrients is 
comparable and the intake of calories is comparably excessive. So 
I like the nutrition programs to the extent that they address in- 
come insecurity, and they do that. They provide an income supple- 
ment to the poor and they provide income insurance to the poor. 
I like that part of it, but I don’t like imagining that they will be 
solving a hunger problem, and I don’t like the way we try to rede- 
fine poverty which is a serious problem as hunger when among the 
poor now a greater problem is obesity. 

The Chairman. Well, in other words what you are saying is we 
shouldn’t put anymore money into these nutrition programs unless 
we take some of these problems out of the system first, because 
otherwise we will just be making it worse. 

Dr. Paarlberg. No, you can spend exactly the same amount of 
money. You know, in SNAP benefits, if you disqualify from eligi- 
bility some nonfood products that are contributing to the obesity. 

The Chairman. Right and I agree with you on that, but there 
will be pressure to increase spending in nutrition. I guess what I 
am saying is I would be reluctant to do that if we don’t fix some 
of these underlying problems. Would you agree with that? 

Dr. Paarlberg. I would agree with that. 

The Chairman. Thank you. 

The gentleman from Pennsylvania, Mr. Thompson. 

Mr. Thompson. Thank you, Mr. Chairman. 

Well, I wasn’t going to talk about obesity. I was going to try to 
avoid that because when I go for my physical my doctor always 
writes morbidly obese in my record, but I just want to throw this 
out. We talk a lot about obesity and we are hanging a lot of it on 
intake and, obviously, there are more components to it. It sounds 
like the panel, or at least some of the panel, have really looked at 
this very closely in terms of the obesity issue and how much is life- 
style activity and level of activity? I mean growing up in the coun- 
try, when I was young, we were not indoors. We were outside, our 
activity level wasn’t limited to our thumbs. Any opinions in terms 
of this, and I am looking at a broader view in terms of it. We do 
have an obesity problem in this country. My background is 
healthcare, but I would just like your opinion in terms of you have 
nutrition but also have activity, lifestyle choices. 

Dr. Kinsey. Well, you are absolutely right and anybody who has 
looked at this would agree with you. I mean it is a combination of 
the balance of the calories in and calories out in any given body 
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and yes, there is a great lifestyle change. That is part of the proh- 
lem. Nobody would deny that but you have to operate on both sides 
of the equation. 

Mr. Thompson. Absolutely, yes, okay, thank you. I just wanted 
to kind of put that out there. 

Dr. Paarlberg, I have heard some of the — from my Congressional 
district, we have a large forest area, 513,000 acres, Allegheny Na- 
tional Forest, and some of the forestry organizations have concerns 
that the BCAP Program, the Biomass Crop Assistance Program is 
having some unintended affects. And I don’t know if you were 
aware of any of those or have any comments on that. 

Dr. Paarlberg. No, I am not a specialist on that. I shouldn’t be 
guessing. 

Mr. Thompson. Okay, I don’t know if any of the panelists — what 
I am hearing from the industry is how it is driving up this program 
is driving up the cost in some areas making it challenging for folks 
who utilize wood chips for making wallboard. They are having dif- 
ficulty getting that because it is all with the government subsidy. 
You only get the subsidy if it goes into energy production, so it is 
driving up the cost of building materials. It probably has other im- 
pacts as well but I didn’t know if anybody had any experience or 
opinions on that. 

Mr. Hamilton. Last week I participated in a White House Clean 
Energy forum, and that was one of the subjects that were discussed 
by several of the biomass people. And the concern appears to be 
that the use of forest products that would otherwise have real uses 
like particle board or low-grade lumber, products that we didn’t 
think about as being biomass like you would have with the slash 
from timber stand improvement, that you would put into ethanol 
production. And instead we are diverting formerly useful products 
and that is a difficult issue to address, but it would seem that with 
the right type of program guidelines, it might be something that 
was an unintended consequence. Certainly, it wasn’t the goal when 
you wrote the BCAP Program. 

Mr. Thompson. Right, okay, well. Professor Hamilton, while I 
have you I will start with you and then see if any other panelists 
have opinions. The estate tax is something I hear a lot about from 
our farmers in my district and they are very concerned about it. 
What in your view will be the affect on our nation’s farms if noth- 
ing is done to fix the estate tax? 

Mr. Hamilton. Well, I will begin by saying this is dangerous ter- 
ritory since I don’t specialize in estate tax planning, and many of 
you know Neil Harrow as kind of Big Neil in Iowa. I am the little 
Neil, and Neil is a specialist in this area. I know I have heard him 
say that he has difficulty finding a farm that has actually had to 
be sold because of the impact of the estate tax. I know that is de- 
bated by others, but the existing exemptions are, I don’t know if 
you would describe them as generous or at least significant, and 
with appropriate tax in business planning most farms, in fact I be- 
lieve, could avoid the negative impact of an estate tax. Now, it may 
take some special planning in terms of how you go about doing it, 
but in the discussion about the impact of the estate tax, we have 
to keep in mind the multiple number of goals of the estate tax. One 
of them was the issue of, not necessarily breaking up large land 
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holdings or consolidated land holdings, but that was certainly a 
question as to where we put the discipline on where the exemp- 
tions were. It has an impact on the availability and accessibility of 
land in the rural marketplace that ties back to the new farmer 
issue that I touched on. 

Mr. Thompson. Okay, thank you, Mr. Chairman. 

The Chairman. I thank the gentleman. 

The gentleman from Georgia, Mr. Scott. 

Mr. Scott. Thank you, Mr. Chairman. 

Before I get into my questions I want to say welcome to all of 
our panelists. As I look down the list of those testifying before us 
today I can certainly say that you are all very distinguished, very 
knowledgeable, very well-respected in your fields. Your thoughts on 
these matters will certainly be helpful. But I also notice that our 
witnesses before us are all representatives from the larger 1860s 
land-grant universities. There seems to be no one here testifying 
before us today representing the 1890s land-grant, predominantly 
African American universities or the farmers that they work with. 
Our Committee here has historically shown bias, intentional or un- 
intentional, in favoring 1860s universities. This bias shows up un- 
fortunately in the voices we hear from often, the programs we au- 
thorize and most importantly, the funding we provide. The 1890s 
universities have just as much to offer as the 1860s in terms of ex- 
pertise. As a matter of fact, their entire foundation was founded on 
agriculture. Agriculture is a part of their names, and it is my hope 
that the Committee will keep that in mind the next time we have 
panels of academics testify before us. But fortunately we will have 
that opportunity to hear from a representative of a 1890s univer- 
sity tomorrow in Atlanta, but it is a shame that we have to fly 500 
miles to do so. Policy is made here in Washington. Spending is 
dedicated and made here in Washington, and we should make a 
concerted effort to have all voices represented before us here in 
Washington where the decisions are made and policy is made and 
the money is determined, and so I just wanted to make that state- 
ment. 

Now, on the issue of obesity, I am firmly convinced that one of 
the serious reasons why we have obesity now within our children 
is that we have disavowed physical education in our school sys- 
tems. If you look back during the times when we had physical edu- 
cation, a structured hour in the curriculum where our kids would 
go and exercise. We called it gym. Now, there is none, but there 
is a preponderance of fatty material that they are eating. There is 
a preponderance of sitting time before computers, and so I urge the 
Committee and all of us to make a concerted effort to restore phys- 
ical education in our school system if we are serious about bringing 
down obesity. I am a firm believer that the farm bill is a necessary 
compilation of policies that allow our U.S. farmers to produce large 
amounts of safe, quality food for consumption here in the United 
States but also abroad. However, we hear frequently that the 
United States system of agriculture, and the government policies 
we have created to support it, have become a hindrance to the cre- 
ation of a robust agricultural sector in the developing world, there- 
by perpetuating or exaggerating the world hunger problems. I 
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would like for each of you to comment on how, if at all, our domes- 
tic agriculture policies affect the developing world. 

Dr. Babcock. Well, in the past, there was a grain of truth to 
what was said in terms of to the extent that we tied the production 
of our crops to the subsidy levels that we provided farmers. That 
tended to depress world prices, and it tended to hurt agriculture 
around the world. I think today we have the opposite situation. By 
and large the programs that we have in place have tended to prop 
up world prices, and that has tended to help world agriculture. I 
don’t think we are guilty at all of that anymore and particularly 
with the kind of programs that we have adopted. 

Mr. Hamilton. Congressman, I want to say that I agree with 
your comments about the need to hear from the 1890s. But, I just 
want the record to show that Drake University is a private univer- 
sity. We are not part of the land-grant system though I had an op- 
portunity to be educated there at Iowa State where Dr. Babcock is. 

Yes, one of the important changes that the Administration is try- 
ing to make is changing the mix of how we approach foreign aid 
and agriculture, looking at more transfer of technology and knowl- 
edge, and an approach toward trying to improve the capacity of for- 
eign agricultural systems in Africa, in particular, where they had 
that focus. And so if there are problems or had been problems with 
the impact of our programs on the opportunities for producers in 
those countries, we are at least beginning to also broaden our 
thinking as to how we can best assist them. 

Mr. Scott. Okay, thank you. 

Dr. Kinsey. Yes, I think that it is well-known now that the prob- 
lems with the import substitution in other countries by, as I men- 
tioned before, importing the corn instead of importing the corn 
technology has worked against the development of agriculture in 
many developing countries. I think we have turned the corner on 
that. I think we are doing a lot better in developing indigenous, not 
only indigenous crops but indigenous technology. To the extent that 
we overproduce and then plug the markets with a lot of product, 
I think it can help the development of agriculture in developing 
countries. 

Mr. Scott. Thank you. 

Dr. Paarlberg. I think it is undeniable that some of our com- 
modity programs have lowered international prices at times to the 
disadvantage of small farmers in poor countries including for exam- 
ple cotton farmers in Africa. According to the dispute settlement 
body of the World Trade Organization, our cotton program hasn’t 
yet corrected all of its tendencies to produce that result. So, we do 
have some changes on the agenda there, however, I don’t think 
that poor farmers in developing countries are going to magically be- 
come prosperous if U.S. agricultural commodity programs are re- 
formed. If the U.S. cotton program is changed, that is probably 
going to help the world’s most productive cotton farmers in places 
like China or Brazil or Australia even more than it will help im- 
poverished farmers in Africa, but that is not an argument against 
changing the program. Right now, the program is obliging our gov- 
ernment to spend $147 million a year to subsidize the cotton indus- 
try in Brazil in order to deter Brazil from retaliating against us fol- 
lowing the dispute settlement body judgment against our policy. So 
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it is complicated and there is an element of truth to the injury ar- 
gument, but it is only a small part of the story. 

Mr. Scott. Thank you. 

The Chairman. I thank the gentleman. 

The gentleman from Texas, Mr. Neugebauer 

Mr. Neugebauer. Thank you, Mr. Chairman. I am sorry I had 
to step out there. 

I want to go back to a little bit of a discussion on the safety net 
and in particular, crop insurance. Dr. Babcock, I read your testi- 
mony and as you know I have been a fairly strong advocate of re- 
forming the crop insurance program because of back home when I 
talk to my producers it is not working for them. Now, even though 
we are investing in the issue, pointing out its potential now for the 
resources to that. One of the things that was kind of interesting to 
me going from the statewide to the county was that was a similar 
scenario that I introduced when we were putting together the cur- 
rent farm bill, being able to put GRIP or GRIP Program on top of 
the multi-peril which was triggered by the county deal. Your sce- 
nario though I believe is one where you, basically, convert the 
whole crop insurance program, to the countywide program; or and 
you do mention in there if you want to carry a multi-period or a 
crop hail or something like that. Are you thinking that that is a, 
would that be a revenue program or yield-based or what is your 
proposal? 

Dr. Babcock. It could be either a yield-base or a revenue-base. 
The yield-base would work pretty well because we have futures and 
options markets out there that allow most crop farmers to manage 
their price risk. It is difficult to manage their yield risk, and the 
reason why I suggest that the first layer of coverage would be the 
county rather than the underlying farm level is because a lot of the 
risk is represented at the county level. A lot of the farm level risk 
is represented by movements in the county yield. The county yields 
are very easy to calculate. NASS does them every year so the ad- 
ministrative costs of that are far lower, and a lot of farmers would 
find they would not need the supplemental coverage. In terms of 
the last comment I would make in terms of revenue versus yield, 
my problem with doing revenue is that when the price is very high, 
you are providing a tremendous amount of coverage on price. So, 
even if the price moves from a very high level to not so high but 
a good level, you could still be on the hook for lots and lots of pay- 
ments. But, it seems like the world is moving more towards income 
insurance, so then you would want to do some kind of revenue 
basis. But, that would be the only caveat I had in terms of how 
much protection are you actually providing. 

Mr. Neugebauer. I found this interesting since basically what 
your proposal is kind of reverse of mine. I would look forward to 
talking to you about that. I think one of the things that we have 
to do, and one of the reasons we know it is not working, is even 
though we have added SURE and ACRE, and made changes to the 
crop insurance program, and we have direct payments and counter- 
cyclical payments, but we still have situations where there is a re- 
quest by the industry for disaster payments. So, that means all of 
these safety nets that we have in place today aren’t being the exact 
scenario of safety nets that we need. I appreciate the comments of 
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my colleagues are making, we do need to focus on production agri- 
culture here, but, this is is really not a farm bill anymore, folks. 
This is a nutrition bill and we just happen to have a little of a pro- 
duction agriculture title because a very small percentage of this bill 
and it is a fairly big bill, is production agriculture. I guess the 
question I have is do you think the move to this kind of a process 
will make the farm bill more compliant, particularly, with things 
that have been mentioned, cotton. 

Dr. Babcock. For cotton it does have the potential to make it 
more compliant if you are targeting income instead of just the two 
programs that were found to be noncompliant. But, it would have 
to be designed carefully, and what level of coverage are you actu- 
ally providing the cotton industry. So, it has the potential for being 
more compliant than a countercyclical program and the marketing 
law program. 

Mr. Neugebauer. Thank you. 

The Chairman. I thank the gentleman. Sorry about that. 

The gentlelady from South Dakota, Ms. Herseth Sandlin. 

Ms. Herseth Sandlin. Thank you, Mr. Chairman. 

Professor Hamilton, nice to see you. I have a former staff mem- 
ber of mine who now is a student of yours, Mike Traxinger. 

Mr. Hamilton. Michael is doing very well and he is tearing them 
up. 

Ms. Herseth Sandlin. Very good, glad to hear that. 

Well, as you know, he grew up on a family farm in the north- 
eastern part of South Dakota, and in your written testimony you 
emphasized the importance of beginning farmers. The 2008 Farm 
Bill, with the Chairman’s leadership and support. Congressman 
Tim Walz of Minnesota and I worked on a number of provisions im- 
portant to beginning farmers. In Des Moines, Iowa at a field hear- 
ing we had just a couple of weeks ago we heard some testimony 
as to how some of those provisions may or may not be working ef- 
fectively for farmers in different segments of the agricultural indus- 
try. What are, if you can expound on some of your thoughts here, 
what more we need to do to assist beginning farmers and from 
your perspective and in your research and what you are seeing in 
the developments among the younger generation in farming, are 
they beginning with traditional farms, with getting in on the busi- 
ness through livestock through one of the commodities. Are they 
entering sort of different, more niche markets with more specialty 
crops? And as they look for more support from farm bill programs, 
what do you think are their major concerns? Is it land prices? Is 
it the amount of a down payment that we could help them with, 
or is it more access to financing to help them with operating costs 
and equipment leases? And then, you had also mentioned in your 
written testimony a New Farmer Corps and a Food Corps and if 
you could expand on those a bit more. 

Mr. Hamilton. Well, thank you, ma’am, and I apologize for not 
being with you in Des Moines. I was in Arizona giving a talk to 
a different agricultural group, in fact, a Kellogg Foundation meet- 
ing that involves the Farmer Corps. You know, on the new farmer 
issue, we had this forum in the city back in March, in fact, Mr. 
Traxinger and a number of our students came to it. Part of my goal 
with our educational program is to help train the lawyers who are 
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going to be out there in the county seats or up here helping design 
those programs, and there are two programs that I believe have 
some real potential. We have the various land link and matching 
programs that exist in a number of states, California Farm Link 
is a good example. There is also a growth in incubator and Farm 
Training Programs, the Chairman has a land stewardship project 
in his state, and they have a Farm Beginnings Program in which 
they are really taking people through training, not just in agri- 
culture but also in marketing and business planning. 

Yes, but if there was an observation that we came away with 
from the forum, it is that in our effort to focus on new farmers, 
they are certainly important. You know, that is half of the equa- 
tion, but part of the challenge here also is the availability of land 
and dealing with the population of landowners who are making the 
decisions as to do I sell the farm now? Do I try to make some type 
of transition? Do I rent a piece of it to a young family or wait until 
I pass on and then whatever my heirs decide to do with it. In fact, 
if we had another project that we will do to follow up it will be try- 
ing to look at that question of how do we deal with the population 
of landowners. 

I don’t think that we have created the recognition within our 
communities for people who make those steps to try to bring some- 
body home or let somebody come back home. I think of the awards 
that we give in agriculture for being the top corn producer or soil 
conserver, I would like to see where we had an opportunity to re- 
ward and thank people who went out of their way to try to put 
more people back on the school bus and going out of their way to 
do that. Certainly, tax policy is one of the ways you can do that. 
In Iowa, we have a tax credit that is available for landowners who 
rent or sell their land to beginning farmers. Briefly, on the New 
Farmer Corps issue, I wrote an editorial on that shortly after the 
election in looking at the whole question of how we could tie na- 
tional service opportunities to try to create a way to reach, what 
I see, is this growing population of young people that are interested 
in being involved in food production. And, just next week in De- 
troit, as part of a larger conference on farm-to-school marketing, 
which is something that the Committee has supported in the farm 
bill, there is a meeting to design a pilot Food Corps Program. They 
are working with the AmeriCorps people to fund a pilot that will 
put people into schools helping run school gardens. It is certainly 
not the same thing as being out in the farm in agriculture, but it 
is involved in food production. It is helping educate children about 
the availability of nutrition, and also helping to try to make those 
linkages between farm-to-school marketing and the schools that 
would be involved with those initiatives. And so that is at least the 
next step of where the Farmer Corps and Food Corps idea is going. 

Ms. Herseth Sandlin. I appreciate your response and my time 
is up, but I think that you are referring to the Healthy Start Pro- 
gram for school breakfasts. Thank you. 

The Chairman. I thank the gentlelady. 

The gentleman from Louisiana, Mr. Cassidy or are you first? I 
am backwards. I am sorry. The gentlelady from Wyoming, Mrs. 
Lummis. 

Mrs. Lummis. Thank you, Mr. Chairman. 



197 


Now, I am dating myself but when I was a kid, we learned about 
the Nutrition Pyramid from 4-H, and a lot of the problems that we 
seem to be addressing as adults now in Congress about childhood 
obesity seem to be addressed pretty well in a rural setting, when 
I was young, through programs like 4-H. Is 4-H dead in terms of 
its influence on these issues? It seemed so well embedded within 
the Land-Grant University System and the Land-Grant University 
Outreach and Cooperative Extension that it seemed like the perfect 
delivery system for nutrition guidance and education to young peo- 
ple. I just wondered why that is no longer the case, and I pose that 
question to any of the panelists. 

Dr. Babcock. Well, I wouldn’t think that 4-H is dead. Certainly, 
the millions of people involved in it wouldn’t believe that. But, part 
of the question might be the reach and that 4-H may reach those 
of us who grew up on farms. It certainly has expanded some into 
urban areas but I wouldn’t, 4-H wouldn’t come to my mind nec- 
essarily as one of those institutions that would be present in a lot 
of the places to deal with questions of nutrition education with chil- 
dren in urban settings. 

Mrs. Lummis. Yes, sir. 

Dr. Paarlberg. I would like to see a study on nutrition outcomes 
among 4-H participants versus non-participants in the same demo- 
graphic. That would be fascinating. 

Mrs. Lummis. Anyone else? Yes, ma’am. 

Dr. Kinsey. I really don’t know, is the answer. I think that the 
idea that it just doesn’t reach where a very large population is, I 
think is part of the answer. 

Mrs. Lummis. Well, thank you. 

My next question is actually for both Dr. Paarlberg and Mr. 
Hamilton, and it goes back to our farm programs and your com- 
ment earlier that some of the larger industrial farms are receiving 
farm subsidies. When I look at the Internal Revenue Code, it pro- 
vides that as your income goes up, your deductions are no longer, 
you are no longer allowed to take your deductions. When I became 
a Member of Congress and got this salary compared to my old sal- 
ary then my charitable deductions to my church and so forth dis- 
appeared. I no longer get to take them, and I am wondering if 
there is an analogy that could be made to farm programs where the 
larger you get, essentially, the less you need a subsidy, does it 
make sense to begin to phase them out? And, Dr. Paarlberg, in 
your comments, you might seem to agree with that remark. Mr. 
Chairman, I suspect, would not and I am just curious — oh, Mr. 
Chairman is gone. So I was curious about how you might react to 
that. 

Dr. Paarlberg. Of course, there are longstanding tussles, usu- 
ally between the Executive Branch and the Congress, over payment 
limits for each program, and over eligibility based on income for 
the various programs. The pattern is that the President, whether 
it is President Bush or President Obama will propose tighter limits 
than the Congress is willing to accept, and I would count myself 
on the Executive Branch side of that argument. 

Mrs. Lummis. One more question and it deals with Dr. 
Paarlberg, also an issue that I would like to visit with you about, 
and that is you have mentioned in your testimony that there are 
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some development programs that don’t have sufficient public sup- 
port, whereas the private sector is supporting them and these are 
things like drug programs. I would argue that you are correct that 
Brucellosis, for example is an issue, a livestock disease that needs 
attention. The University of Wyoming, my alma mater, is working 
on some more efficacious drugs to deal with the Brucellosis issue 
around the Yellowstone Park area. Do you the think it is a fair 
statement that that may be an appropriate role for grants to uni- 
versities? I know that the emphasis of late has been on dairy-re- 
lated diseases, but other bovine issues as far as disease programs 
or disease eradication programs are unable to access those same 
funds, any comments on that? 

Dr. Paarlberg. No, I think you are right. If you hand over re- 
sponsibility for food and agriculture research to the profit-making 
private sector, some problems will become orphaned because they 
just are not large enough from the vantage point of the corporate 
lab to make a front end investment, but that is not how agriculture 
got strong in America. It wasn’t by waiting for private corporate 
labs to make an investment. We have a wonderful history of pub- 
licly supported agricultural research. We drifted away from that 
tradition in the 1980s when it became fashionable to imagine that 
everything could be met by the private sector. But, our history indi- 
cates that the private sector serves some farmers and some crops 
extremely well, but it doesn’t serve all farmers and all crops. The 
dollar value of public investments in research in generating a long- 
term productivity growth just really can’t be matched by anything 
else. 

Mrs. Lummis. Thank you. Madam Chairman. 

Ms. Herseth Sandlin [presiding.] I thank the gentlelady. 

The chair now recognizes the gentlelady from Pennsylvania, Mrs. 
Dahlkemper. 

Mrs. Dahlkemper. Thank you. Madam Chairman. Thank you to 
our panel today. It has been very interesting all the questions and 
answers. 

I have a question. Dr. Babcock. I want to kind of go back to the 
first question that Mr. Holden asked you. I was also at the field 
hearing that we had up in Pennsylvania regarding dairy a couple 
of weeks ago, and our Secretary of Agriculture, Mr. Redding, had 
suggested he had already answered one question about the LGM 
Program for dairy. But, Mr. Redding also suggested an extension 
of the sales closing period for LGM Dairy, and he thought that 
would encourage more producers to actually take advantage of this 
new risk management option. I was just wondering if you could 
speak to that. 

Dr. Babcock. Thanks, we already did extend it once. So, if we 
use the sale of the LGM Dairy, when the markets close on Friday 
they had until the opening of the markets the next day. That would 
give a very short window. Now what we do is that we sell at the 
close of market on Friday until 6 o’clock the next Saturday, 6 or 
8 o’clock, I am not exactly sure but the whole day Saturday. I know 
it is not very good, but the thing about LGM is that it is a 100 per- 
cent market-based instrument, insurance instrument. The philos- 
ophy behind it is, is that you don’t want to sell something that is 
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not market-based, and so that is why. So the most we could do is 
sell it over the weekend before the markets open on Monday. 

Mrs. Dahlkemper. What can we do, do you think, to encourage 
our producers to take advantage of this program? 

Dr. Babcock. The frank answer is subsidize it. Make the pre- 
mium more affordable. Right now it is fully priced with a load so 
it is more than fully priced. There is no premium subsidy on it at 
all, and the experience with crop insurance and other things are 
that if you don’t help the producer buy that risk management, they 
will choose not to buy it. 

Mrs. Dahlkemper. Thank you. I also want to ask you another 
question. I couldn’t help but observe your body language during a 
previous question regarding subsidizing fruits and vegetables. Can 
you give me your opinion? 

Dr. Babcock. Well, the problem with subsidizing fruits and vege- 
tables are that those markets are pretty tightly integrated. That is, 
if you subsidize say a subset of a fruit or vegetable, the supply re- 
sponse would be so tremendous that what you would flood the mar- 
ket and destroy the market. So and what I mean by that is I will 
give you an analogy. If you subsidize corn, to a certain degree you 
will get more corn, but we already plant about 90 million acres of 
corn. We are not going to double corn production in response to a 
subsidy so we won’t destroy the market for corn. If we subsidize let 
us say carrots. Carrots are produced on maybe 200,000 acres, 
maybe less in the United States. We could easily find another 
200,000 or 300,000 acres of carrots if we subsidize them a little bit, 
and so what would happen if we double production of carrots? The 
price of carrots would fall to nothing. The profitability of carrot pro- 
duction would go away and we destroy the market, so that is why 
you saw my body language. For small production you have a very, 
what is called a very elastic supply response to subsidies. With big 
crops, you don’t have that very elastic supply response. That is why 
I suggested it. So then on the other hand I started thinking most 
of the price of and the purpose is to make it more affordable. Most 
of the price of fruit and vegetables are in the distribution, the ship- 
ping, the handling, the harvesting. If you wanted to subsidize it, 
it would probably be better to subsidize the delivery to areas that 
don’t consume them and to inner-city areas that don’t have a good 
market for good fruits and vegetables. That would be a better use 
of money than to pay farmers to grow more of them. 

Mrs. Dahlkemper. Thank you, I appreciate that answer, very in- 
teresting. I have a huge interest in nutrition and obesity issues. I 
have spent much of my life working on these issues in my previous 
career. I wanted to go back just real quickly because I only have 
about 25 second left but. Dr. Paarlberg, you talked about the SNAP 
Program and you talked about eliminating caloric sodas basically. 
Are there any other foods that you would look at as eliminating in 
terms of SNAP, The SNAP Program? Is there anything else that 
has been investigated? 

Dr. Paarlberg. I don’t know if you can define candy tightly 
enough to make an enforceable exclusion, but that would be my 
next candidate. 

Mrs. Dahlkemper. Okay, well, thank you and my time is up and 
I have many other questions, but I appreciate your time today. 
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The Chairman [presiding.] I thank the gentlelady. 

The gentleman from Louisiana, Mr. Cassidy. 

Mr. Cassidy. You know, you can’t define candy I suppose, but 
when I lived in California 20 years ago they instituted the junk 
food tax. Now there must be an operational definition that Cali- 
fornia used and I know other states have proposed a junk food tax, 
so to speak. So could you tax not just caloric soft drinks but other 
high density, high calorie foods as California tried to do 20 years 
ago. Could you also remove their eligibility for SNAP? 

Dr. Paarlberg. I am not a specialist. My guess is you would 
have to do a lot of preparatory work to make sure that the dividing 
line between a junk food and a near junk food was clear enough 
and would show up on the right bar codes to make it enforceable 
at the checkout counter. 

Mr. Cassidy. Well, that is just a database problem. I mean it 
seems like we could accomplish a database problem. 

Dr. Babcock, going back to subsidy is actually relative right? If 
you will, you don’t have to subsidize fruits and vegetables if you 
don’t subsidize something else. So, just speaking conceptually, if 
you don’t, if you take, I walked in and thought what is a guy from 
Wellesley doing here, but anyway now that I have answered the 
question. If you say okay, we are not going to allow SNAP to give 
you full value for high density high caloric foods but you do allow 
that for fruits and vegetables. It is effectively a differential subsidy 
for fruits and vegetables in the inner-city store, correct? 

Dr. Babcock. That is correct because the demand would shift 
over towards the fruits and vegetables because of the relative price 
change. That is correct. 

Mr. Cassidy. Yes, so you wouldn’t necessarily increase, artifi- 
cially increase production but you would potentially increase the 
consumption again just by creating a price differential, if you follow 
what I am saying. 

Dr. Babcock. That is correct. You would subsidize consumption 
of it but not the production, and that is what I was trying to get 
at. If you lowered the price, you could either directly lower the 
price through a subsidy or lower the price through infrastructure 
investments to lower the costs of getting those fruit and vegetables 
into inner-cities. 

Mr. Cassidy. So, Dr. Kinsey, what do you kind of think about 
that concept? I was looking at your testimony and obviously nutri- 
tion is what it focused on in part. So, what would you think about 
taking SNAP, it is not eligible to use for however California once 
defined it and so therefore you have a relative subsidy of fruits and 
vegetables, other high-fiber foods, for example, any thoughts about 
that, wisdom thereof? 

Dr. Kinsey. Yes, one thought is that it is very difficult to make 
a dividing line between what some people call good food and bad 
food, and most nutritionists like to talk about good diets and bad 
diets so that no individual food is bad. It is just bad when you over- 
consume it. However, to reduce that over consumption, one way to 
do it would be through the disallowance in the SNAP Program or 
in the school program. We know many schools now have or many 
beverage companies have taken high-sugar or high-sweet content 
beverages out of schools. I think I totally agree that the whole oh- 
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ject here is not necessarily to subsidize the farmers of avocados and 
almonds and carrots, but it is to make those kinds of products rel- 
atively inexpensive compared to where they are now. 

Mr. Cassidy. It is all relative. 

Now, Dr. Babcock, what I also just learned from you is the cost 
of, on the grocery shelf, of fruits and vegetables related to its trans- 
portation, harvesting, et cetera. If you increase the fossil fuel-based 
inputs, you are going to disproportionately increase the cost of 
fruits and vegetaWes. So, as we go to a cap-and-trade type system, 
if you will, I have never thought about it but your distribution net- 
work disproportionately affects fruits and vegetables, fair state- 
ment? 

Dr. Babcock. Well, disproportionate relative to what? I am not 
sure. 

Mr. Cassidy. Say for a large commodity like rice. You can put 
rice on a truck and take a whole bunch of it and it can sit around 
for awhile before transport because it stores fairly well. But, some- 
thing time sensitive like blueberries, you would have to move 
quickly and doesn’t matter what traffic patterns are, it has got to 
move, et cetera. 

Dr. Babcock. When I was saying transportation costs I was in- 
cluding all the labor involved in the distribution system, that the 
actual fossil fuel cost of transporting fruits and vegetables and rice 
and other things is relatively low, relative to labor and other costs. 

Mr. Cassidy. Okay, I yield back. Thank you. 

The Chairman. I thank the gentleman and I want to thank this 
panel for your excellent testimony and the questions and the an- 
swers to the questions. I think we have raised a lot of interesting 
questions and had discussions that we normally don’t have here in 
the Agriculture Committee which is good, and we appreciate you 
being with us. 

With that, we would like to excuse this panel and call the next 
panel to the witness table: Dr. Scott Brown from FAPRI, the Uni- 
versity of Missouri, Dr. Otto Doering from Purdue University in In- 
diana, Dr. Paul Ellinger from the University of Illinois and Dr. 
Daryll Ray from the University of Tennessee. So, gentlemen, wel- 
come to the Committee. Your full testimony will be made part of 
the record. We encourage you to summarize. We have votes coming 
up possibly in 20 minutes, 30 minutes so we might have to put you 
in a kind of a disadvantage here. We may get your testimony in 
and then we might have to make you wait until we get to that vot- 
ing, if that is okay. You might be able to get lunch because it is 
going to take an hour or maybe more so anyway, welcome to the 
Committee. Dr. Brown, the floor is yours. 

STATEMENT OF D. SCOTT BROWN, Ph.D., RESEARCH 

ASSISTANT PROFESSOR AND PROGRAM DIRECTOR FOR 

LIVESTOCK AND DAIRY, FOOD AND AGRICULTURAL POLICY 

RESEARCH INSTITUTE, UNIVERSITY OF MISSOURI, 

COLUMBIA, MO 

Dr. Brown. Chairman Peterson, Ranking Member Lucas and 
Members of the Committee, thank you for the opportunity to ap- 
pear today to review ag policy as the beginning stages of the 2012 
Farm Bill occur. FAPRI looks forward to the opportunity to provide 
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this Committee with unbiased analysis of the many policy pro- 
posals that will surface just as we have done over the past 3 dec- 
ades. 

It is true that animal agriculture has faced extreme changes in 
economic wellbeing in the past 5 years. Livestock and dairy pro- 
ducers have found themselves in the position of making strategic 
and tactical decisions that seem correct one day but prove to be ab- 
solutely disastrous the next. This quickly changing economic envi- 
ronment has made everyone look for ways to reduce the impacts on 
market volatility. 

First, it is important to realize the magnitude of changes and fac- 
tors outside of the direct control of animal agriculture. The recent 
economic downturn in the U.S. economy was severe by historical 
standards and has not been experienced since the early 1980s. This 
economic downturn followed strong growth in real GDP over the 
2003 to 2007 period. World income growth also experienced a his- 
torically large contraction in 2009, the first contraction in the last 
3 decades. This contraction followed above-average growth over 
2003 to 2007. Many sectors of animal agriculture were gearing up 
for the new and growing demand for their products only to find 
contracting demand just as the production response was kicking in. 

Second, these sectors have also seen a substantial rise in produc- 
tion costs over the past 5 years as prices for nearly all inputs have 
experienced large increases. There is some interesting observation 
one can gleam from the ERS’ annual production cost estimates. For 
milk, production operating costs rose 15 percent in 2007 followed 
by an additional 22 percent rise in 2008, the two largest since 
1980. For a long-term perspective, milk production operating cost 
rose by 24 percent over the 16 year period, 1990 to 2005, however, 
in just the past 4 years, milk production costs increased an addi- 
tional 28 percent. 

Third, disease events and their impacts on trade have added to 
the volatility animal agriculture has faced. BSE and HlNl influ- 
enza outbreaks are just two examples. These are unlikely to be the 
last disease or trade events these industries will experience. 

To understand more about the magnitude of the volatility that 
exists for producers, we can turn to the variability in cash receipts 
from farming. According to USDA, livestock cash receipts increased 
by $20 billion in 2007, and then fell by $22 billion in 2008, ex- 
tremely large changes relative to historical standards. This cer- 
tainly highlights the added volatility in cash receipts the industry 
has faced in the last decade, and also highlights that the volatility 
has its ups as well as its downs. These industries experienced a se- 
vere price cost squeeze between 2005 and 2009. Cash receipts de- 
clined by $6 billion alone while feed cost increased $16 billion. 

The Dairy Product Price Support Program has been a long- 
standing part of Federal dairy policy. This program essentially pro- 
vides price floors for supported dairy products. The program can 
become more challenging to use in an environment of commercial 
exports of dairy products out of the United States. More important 
to the discussion today is the effect that the Dairy Product Price 
Support Program has had on producer income volatility. As price 
support levels have been lowered over the past 3 decades, it has 
allowed for more price volatility that the industry began to experi- 



203 


ence in the late 1990s. With the rise of production costs that have 
occurred in the past 5 years, the support provided to producers by 
the Dairy Product Price Support Program has weakened consider- 
ably. 

The Milk Income Loss Contract Program is a countercyclical di- 
rect payment program first implemented in the 2002 Farm Bill. 
The annual cap on marketing eligible for MILC payments is cur- 
rently set at 2.985 million pounds. Very large producers have not 
found the MILC Program beneficial, largely as result of the limit. 
In the 2008 Farm Bill, a feed cost adjuster was added that raises 
the target price in months where the reported dairy ration value 
exceeds $7.35 per hundredweight. 

Perhaps the most important parameter to discuss is the 45 per- 
cent factor imposed on the difference between the target price and 
the relevant milk price for the month. Producers get 450 per hun- 
dredweight in a direct payment for each $1 the relevant milk price 
falls below the trigger level. This MILC feature does not create a 
solid price floor, but it is a soft floor that lets producers feel addi- 
tional economic pain as prices fall further from the trigger level. 
There are tradeoffs between a program that has a hard floor versus 
one that shares the loss of milk revenue between the level of gov- 
ernment outlays and producer payments like MILC. 

Some of the early discussion surrounding the 2012 Farm Bill is 
focused on offering whole farm insurance options to reduce the vol- 
atility of producers’ bottom lines. Many of these options look prom- 
ising. It remains to be seen the exact program operation and pa- 
rameters of these proposals, as there will certainly be tradeoffs be- 
tween overall program cost versus the degree of volatility offered to 
producers. 

I will be happy to answer any questions that the Members may 
have today. 

[The prepared statement of Dr. Brown follows:] 

Prepared Statement of D. Scott Brown, Ph.D., Research Assistant Professor 

AND Program Director for Livestock and Dairy, Food and Agricultural 

Policy Research Institute, University of Missouri, Columbia, MO 

Chairman Peterson, Ranking Member Lucas and Members of the Committee, 
thank you for the opportunity to appear today to review agricultural policy as the 
beginning stages of the 2012 Farm Bill occur. There will be many important choices 
to be made about future farm policy in the coming months as the 2012 Farm Bill 
is written. The Food and Agricultural Policy Research Institute at the University 
of Missouri (FAPRI-MU) looks forward to the opportunity to provide this Committee 
with unbiased quantitative analysis of the many policy proposals that will surface 
just as we have done over the past 3 decades. 

It is true that animal agriculture has faced extreme changes in economic well- 
being in the past 5 years, in terms of both cash flow and equity. Disease outbreaks, 
trade restrictions, rapidly changing input costs, contraction in the United States and 
other important trading partners’ economies, and fluctuations in the U.S. dollar are 
a few of the factors that have caused these sectors to experience record-setting highs 
and lows in profitability in just a few months. 

Livestock and dairy producers have found themselves in the position of making 
strategic and tactical decisions that seem correct one day, but proves to be abso- 
lutely disastrous the next day. This quickly changing economic environment has 
made all market participants look for ways to reduce the impacts of market vola- 
tility. 

This quickly fluctuating environment has led many to call for policy change to 
help livestock and dairy producers weather the difficult economic times they face 
today. The policy proposals currently circulating vary in their ability to reduce pro- 
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ducer income volatility. In choosing policy instruments that best reduce producer in- 
come variability, it is instructive to examine the sources of the current variability. 

First, it is important to realize the magnitude of change in factors outside of the 
direct control of animal agriculture. The economic downturn in the U.S. economy in 
2008/09 was severe by historical standards with the economy shrinking at an an- 
nual rate of 6.4 percent in the first quarter of 2009. This level of contraction had 
not been experienced since the early 1980s. This economic downturn followed strong 
growth in real GDP over 2003 to 2007. 

World income growth also experienced a historically large contraction in 2009 de- 
clining overall by one percent. International Monetary Fund (IMF) data on world 
GDP growth suggests this is the first annual contraction experienced over the past 
3 decades. This contraction followed above-average growth of 4.7 percent over 2003 
to 2007. This global contraction certainly reduced the demand for U.S. livestock and 
dairy products in 2009. 

The combination of stronger than average income growth over 2003 to 2007, cou- 
pled with the contraction in 2009, resulted in many sectors of animal agriculture 
caught gearing up for the new and growing domestic and international demand for 
their products in the mid-2000s only to find contracting demand just as the produc- 
tion response was kicking in. The combination of falling demand and higher output 
caused prices to fall. 

Second, these sectors have also seen a substantial rise in production costs over 
the past 5 years as prices for nearly all inputs experienced large increases. Although 
it is difficult to have a completely consistent set of production costs for the entire 
period since 1980, there are some interesting observations to be gleaned from the 
Economic Research Service’s annual production cost estimates over this period. 

For milk, production operating costs rose by 15 percent in 2007 followed by an 
additional 22 percent rise in 2008. These back-to-back increases are the two largest 
experienced since 1980. The next closest was the 1988 drought increase of 12 per- 
cent. In the past, periods of production costs increasing at a faster rate than the 
historical average are often followed by a period of declining production costs, thus 
limiting the overall long-term rise in costs of production. To put this in perspective, 
milk production operating costs rose by 24 percent over 16 years from 1990 to 2005. 
However, in just the past 4 years, 2006 to 2009, milk production costs have in- 
creased an additional 28 percent. 

Third, disease events and their impacts on trade have added to the volatility ani- 
mal agriculture has faced over the past few years. The 2003 outbreak of BSE, bo- 
vine spongiform encephalopathy, in Canada and the U.S. continues to disrupt trade 
in cattle and beef today. The April 2009 HlNl influenza outbreak created domestic 
and international demand challenges for U.S. pork producers. Other trade restric- 
tions such as the recent Russian curtailment of U.S. chicken imports have also had 
impacts on animal agriculture. It is impossible to eliminate or to predict these 
sources of added volatility but these are unlikely to be the last disease or trade 
events these industries will experience. 

It becomes clear from this broad review that the volatility experienced in livestock 
and dairy markets is coming from a number of factors and cannot be isolated to a 
single source. It is just not that simple. Again, it is instructive to understand the 
many sources of variability as policy proposals surface that attempt to reduce vola- 
tility. Although the future remains uncertain, it is difficult to imagine that a policy 
that only deals with one aspect of an industry can be completely successful in reduc- 
ing producer income volatility. 

To understand more about the magnitude of volatility that exists for livestock and 
dairy producers, a partial perspective can be found in the variability in cash receipts 
from farming. According to USDA, livestock receipts increased by $20 billion in 2007 
and then fell by $22 billion in 2008. Over the 1980 to 2000 period, the largest year- 
to-year increase occurred in 1996 at $6 billion while the largest year-to-year decline 
occurred in 1991 with a $3 billion decline. This comparison certainly highlights the 
added volatility in cash receipts the livestock and dairy industries have faced in the 
last decade, and also highlights that the volatility has its “ups” as well as its 
“downs” from the producers’ perspective. 

Although it is more difficult to get a complete picture on the cost side of animal 
agriculture from the farm income production expense accounts, feed costs rose 33 
percent in 2007 and another 12 percent in 2008. For 2009, USDA estimates a six 
percent decline in feed costs. 

These industries experienced a severe price-cost squeeze between 2005 and 2009. 
Cash receipts declined by $6 billion while feed costs alone increased by $16 billion. 
Add to that the escalation of other production costs and it equates to the extremely 
unfavorable financial position of many livestock and dairy producers today. Pork 
and dairy producers in particular saw their bottom lines at crisis levels in 2009. It 
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would have required several billion dollars of support from any program attempting 
to eliminate the volatility in profitability seen from 2008 to 2009. 

Let me repeat that the income volatility the livestock and dairy industries have 
experienced the past few years is a result of both cost and revenue variability. The 
biological lag in production response can and has exaggerated this variability. If the 
objective of future policy is to reduce variability in producer income, both compo- 
nents of this equation must be examined. 

The 2010 FAPRI outlook suggests livestock and dairy producers’ financial posi- 
tions will improve slowly in the next couple of years. We have begun to see signs 
of recovery already with feed costs moving down from their peaks and output prices 
moving higher as some demand recovery in this country and around the world is 
beginning to take place. However, the economic recovery will likely not be smooth 
and will result in continued variability in the livestock and dairy industries. The 
probabilistic FAPRI baseline certainly shows the possibility remains for extreme vol- 
atility. 

There has been little direct support provided to meat producers in previous farm 
bills. However, there are a number of support programs included in the current 
farm bill to help support dairy farmers. The two I will discuss today are the Dairy 
Product Price Support (DPPS) program and the Milk Income Loss Contract (MILC) 
program. 

The DPPS program has been a long-standing part of Federal dairy policy. It was 
converted to a specific dairy product support program from a milk support program 
in the 2008 Farm Bill but operates in a virtually identical manner to the older pro- 
gram. Under this program, the CCC stands ready to buy all specified products of- 
fered at the supported product price level. This program essentially provides price 
floors for the supported dairy products. There has been times where product prices 
fell below the price floors because of the added costs of producing products that meet 
CCC specifications relative to market specifications. The program can become more 
challenging to use in an environment of commercial exports of dairy products out 
of the U.S. It can result in the U.S. being a commercial exporter 1 day to shutting 
off trade and selling product to the CCC the next day. 

More important to the discussion today is the effect that the DPPS program has 
on producer income volatility. As only an economist can answer, “it depends” is the 
short answer. In the early i980s, the program had support levels that were above 
market clearing price levels resulting in large CCC inventories of dairy products 
and little volatility in producer milk prices. As price support levels were ratcheted 
downward during the late 1980s and 1990s, it was common to find that support 
prices had fallen below market-clearing levels. This allowed for more price volatility 
that the industry began to experience in the late 1990s. With the rise in production 
costs that have occurred in the past 5 years, the support provided to producers by 
the DPPS program has weakened considerably. When the supported level is more 
than $5 per hundredweight below current operating costs, most dairy producers do 
not feel this offers much of a safety net. Since the DPPS program offers only price 
support, it does not adjust as producers’ costs change over time. 

The MILC program is a countercyclical direct payment program first implemented 
in the 2002 Farm Bill. Once producer milk prices fall below a specified target, pro- 
ducers can receive payments up to certain level of production. The annual cap on 
marketings eligible for MILC payments is currently set at 2.985 million pounds and 
will be reduced to 2.4 million pounds in September 2012 under current law. Very 
large producers have not found the MILC program beneficial largely as a result of 
the limit on the amount of their total marketings that are covered each year. 

In the 2008 Farm Bill, a feed cost adjuster was added that raises the target price 
in months where the USDA/NASS reported dairy ration value exceeds $7.35 per 
hundredweight. The feed cost adjustment level increases to $9.50 per hundred- 
weight in September 2012. This appears to be the only livestock industry that has 
a countercyclical feed cost adjustment under current law. 

The MILC program includes features that adjust producer payments for high feed 
costs and low milk prices. Of all the components that determine dairy producer re- 
turns, only changes in non-feed production costs or production disruptions have no 
coverage under the MILC program. In addition to the production cap issue, other 
parameters also affect monthly MILC payments to producers. 

Perhaps the most important parameter to discuss is the 45 percent factor (set to 
revert to 34 percent in September 2012) imposed on the difference between the tar- 
get price and the relevant milk price for the month. This essentially means that 
once MILC payments are made, producers get $0.45 per hundredweight in a direct 
payment for each $1 the relevant market price falls below the trigger level. This 
MILC feature does not create a flat or solid price floor but it is a soft floor that 
still lets producers feel additional economic pain as milk prices fall further from the 
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trigger level. There are certainly tradeoffs between a program that has a hard floor 
versus one that shares the loss of milk revenue between the level of government out- 
lays and producer payments like the operation of the current MILC program. 

Some of the early discussion surrounding policy alternatives for the 2012 Farm 
Bill has focused on offering whole farm insurance options to reduce the volatility 
producers have seen in their bottom lines. Many of these options look promising in 
addressing many of these concerns. It remains to be seen the exact program oper- 
ation and parameters of these kinds of policy proposals, as there will certainly be 
tradeoffs between overall program costs versus the degree of volatility reduction of- 
fered to producers. 

Again, FAPRI-MU looks forward to the opportunity to analyze the quantitative 
impacts of proposed policies for the 2012 Farm Bill. I am happy to address any 
questions that Members may have today. 

The Chairman. Thank you very much, Dr. Brown. We appreciate 
that testimony. 

Dr. Doering, welcome to the Committee. 

STATEMENT OF OTTO C. DOERING III, Ph.D., PROFESSOR OF 

AGRICULTURAL ECONOMICS, PURDUE UNIVERSITY, 

LAFAYETTE, IN 

Dr. Doering. Thank you very much, Mr. Chairman. 

I feel that it is very important that we think a little bit about 
where we have come from while talking about where we are going 
to go. If you go back to Howard Colley, Chief of the Bureau of Agri- 
cultural Economics, in 1940, he laid out three objectives for farm 
policy. One was to help the large commercial farmers maintain via- 
bility, another was to raise the incomes and improve the conditions 
of those disadvantaged in agriculture, and the third was to encour- 
age better land use, conservation and more efficient production. He 
made the comment then that we have done pretty well on the first 
one but the last two are still lagging, and I would agree with that 
today. 

I think one of the things that we have to recognize is that the 
goal of income parity of farm people versus urban people has been 
achieved. Our chief concern now should be volatility. I am less fa- 
vorably disposed towards direct payments which do not address the 
volatility question. I am also concerned with the negative percep- 
tion of taxpayers with respect to the cost of direct payments, and 
that it doesn’t deal with volatility, both on the input side which 
was just mentioned as well as the price side. 

I think we are going to have to look seriously I would argue at 
folding down or discontinuing direct payment. But, the thing that 
I would like to emphasize here is that we have a three-legged stool 
of support for farmers. One of these are the traditional program, 
the safety net programs, another is insurance that Dr. Babcock has 
already addressed, and the third is disaster payments. If we go 
ahead with the farm bill, they should be crafted together looking 
at the influence of each upon the other. We have not been able to 
do that successfully in the past. Congress has never been willing 
not to give disaster aid to farmers in trouble, irrespective of what 
that does to undermine the insurance or the payments situation. 

Let me turn for a second to conservation which no one else has 
talked about. I think we are doing some terrifically good things 
there. I think there are some things that need to be done. I think 
CRP is doing its job. This is not highly productive land that is in 
the program, this is land that primarily shouldn’t be farmed. I 
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think EQIP is doing a good job and I would hate to see money 
taken from EQIP for the nutrition program. I think NRCS’s recent 
Mississippi River Basin Initiative is a big step forward. I think we 
have to target payments. This is something that is against our tra- 
dition, which I outline in my testimony but to get the most effective 
use of conservation payments we are going to have to target them 
to those areas that cause the biggest problem. The Conservation 
Effects Assessment Program is tremendously valuable for trying to 
ferret out what works, what doesn’t and allow us to do adaptive 
management. 

Let me turn for a second to biofuels. I am very concerned about 
the notion of breaking the blending wall by increasing the amount 
of ethanol blended to 15 percent. I think this would come largely 
from corn ethanol. I feel that we are at the edge of our land base, 
and while we are increasing production per acre, I think this would 
put real stress on markets. I think it would put real stress on the 
livestock industry. I also think it would affect sustainability, and 
we just have to think of it as to how far do we want to go with 
this. 

The last thing is related to what Professor Babcock said about 
the demand for various agricultural commodities. When petroleum 
prices are high, the ethanol plant can pay to infinity to pay for 
corn. If we have Vs of the corn crop already going for ethanol, you 
increase that by 50 percent and you have high petroleum prices, 
you are going to see $8 corn prices again, and I do not believe this 
variability is good for the system. 

Last, a colleague of mine, some years ago, made the comment 
that in the United States we have a tendency to socialize losses 
and privatize gains. We have seen that in the recent financial cri- 
sis. We can see it in some agricultural programs. This nation no 
longer has the resources to be able to do this continuously and in 
addition, we aren’t even willing to tax ourselves to do what needs 
to be done now, let alone tax ourselves to be able to continue to 
do this. 

Thank you very much. 

[The prepared statement of Dr. Doering follows:] 

Prepared Statement of Otto C. Doering III, Ph.D., Professor of 
Agricultural Economics, Purdue University, Lafayette, IN 

Going Forward While Being Mindful of Our Past 

My remarks will be general in nature representing my overall views on policies 
related to the farm bill. Many of the concerns we have about agriculture today echo 
the concerns of the past. I also find that an understanding of the path we set in 
the past helps guide our path in the future. Seventy years ago, Howard Tolley, Chief 
of the Bureau of Agricultural Economics, described three objectives for agricultural 
policy efforts * that I have paraphrased here. These objectives were: 

• Activities designed to increase the incomes (and preserve the economic viability) 
of commercial farmers producing the bulk of the nation’s food and fiber. 

• Efforts to raise incomes and improve living conditions of subsistence farmers, 
victims of drought, and others at a disadvantage within agriculture itself. 

• Activities designed to encourage better land use (and conservation) and more 
efficient production. 


* Howard Tolley, “Some Essentials of a Good Agricultural Policy” in the 1940 Agricultural 
Yearbook, Farmers In A Changing World, USDA, Washington D.C., 1940. 
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Tolley goes on to say that most of government’s activities had been directed to- 
wards the first objective and that the last two would need to receive increased at- 
tention in the future. I would argue that today we still focus on the first objective 
and may need to focus more on the last two. The first objective is also somewhat 
different today. We need to remember that the level of farm income was critical in 
the 1930s (roughly 40% of urban incomes) and that farm family income is now larg- 
er than urban family income. The goal of income parity has been achieved. Volatility 
should be the more important concern today. 

My concern for the future with respect to commodity policy is the cost of these 
programs and the trade-offs involved when we create a government role to provide 
a safety net along with a direct income payment. Briefly, our history has been that 
up until the 1996 Farm Bill the focus was on financial support that related to crop 
prices — what I see as a classic safety net. With the combination of set asides to re- 
strict supply and the loan rates and later target prices we put a floor under prices 
for the program commodities and indirectly supported incomes. As U.S. programs 
were based on the volume of the commodity produced we gave the most support to 
those producing the largest volumes of those commodities. In some cases we also 
ended up attempting to support world prices with our direct intervention before we 
adopted target prices. In 1996, with Freedom to Farm, we moved to a direct pay- 
ment system based on past program benefits and participation. The political 
attractiveness for this reflected high commodity prices at the time with the knowl- 
edge that traditional safety-net payments would not be forthcoming so there would 
be no payments under safety net programs. There was also the realization that di- 
rect payments would be a fixed and predictable budget expenditure. The post 1996 
decline in commodity prices resulted in Congress making repeated emergency pay- 
ments in addition to the prescribed direct payments to try to maintain farm income. 
Given that experience, in the 2002 Farm Bill we returned to the more traditional 
support payments but we also continued the direct pa 3 unents — taking us back to 
where we were before 1996 but now with the addition of a guaranteed direct pay- 
ment. 

I am more comfortable with the safety net approach. I am concerned about the 
negative perception and taxpayer cost of direct payments, especially when prices are 
high. I see direct payments as the form of government support most likely to be bid 
directly into land prices. We need to move to a more effective and appropriate safety 
net while withdrawing the direct payments, as was begun recently with the ACRE 
program. Direct payments do not deal directly with the volatility problem — as we 
learned in the late 1990s. Today this is volatility not only on the price side but also 
the input side. 

If we were to discontinue the direct payments, then are there ways to structure 
the safety net better than we have in the past? A safety net is not only the set of 
countercyclical payments based largely on crop prices, but this tool also must be in 
balance with crop insurance and disaster payments. There is a perception that Con- 
gress has always been willing to help farmers in a disaster, and this has at times 
undercut crop insurance participation. Even when crop insurance is required, the 
perception is that if the disaster is severe there will be overriding disaster pay- 
ments. Crop insurance is a critical part of the safety net. Among other things it al- 
lows more participation in market based risk tools. Setting a balanced course be- 
tween the three legs of this safety net (program payments, insurance and disaster 
payments) and then sticking to it will take discipline on all sides. We need to recog- 
nize that a poorly designed or undisciplined approach that does not coordinate all 
three hurts the public perception of agriculture, may be more costly than it needs 
to be, and can invite moral hazard. We see evidence of this in irrational cropping 
patterns and “farming the program”. It also affects conservation efforts when we 
have to buy land unsuitable for agriculture out of production. 

Much of my recent experience is with conservation programs and biofuels, and I 
would like to share some thoughts in these areas as well. 

I believe that Congress and the Department have done a good job with the Con- 
servation Reserve Program. Most of the land in the program today is land that prob- 
ably should not be farmed at all or farmed intensively. Much of the land has high 
conservation benefit for the public. The public appears comfortable with both the 
costs and benefits of this program. It provides valuable environmental protection 
cost effectively in critical geographical and environmental areas. 

The Department has made progress with the Environmental Quality Incentive 
Program and this also appears to be delivering good value to the public. I am con- 
cerned about the suggestion to take the additional money needed for nutrition pro- 
grams from EQIP. This need for additional funds can come equally or more so from 
the commodity programs in which I would target direct payments. 



209 


I am most supportive of NRCS’s recent Mississippi River Basin Initiative. If we 
are to get a handle on reducing nutrient run-off, we will have to target those water- 
sheds, crops, or management practices where we can have the most impact for the 
dollars spent. Our budget situation is such that everyone should not be able to re- 
ceive benefits from conservation program payments unless they can contribute high 
value to solving resource problems cost effectively in return. 

The Conservation Effects Assessment Project (CEAP) has great promise to im- 
prove our conservation programs and create a better accounting of progress (or the 
lack of it) towards specific environmental goals. This effort also provides the infor- 
mation and data for meaningful adaptive management of conservation programs. 
CEAP is not a small investment, but it should allow real improvement in assessing 
what works and what does not work as we put practices on the land. This must 
continue to be supported. 

We have a different tradition of government involvement in conservation than 
many other countries — in Europe, as well as Canada and Australia. The primary 
economic need in the U.S. in the 1930s was to get cash into rural areas. It was not 
politically acceptable to send farmers an income support or commodity target price 
payment. The solution was to give farmers financial assistance for setting land aside 
for conserving uses and for undertaking practices or improvements on the land- 
scape. Note the amounts expended below expressed in constant dollars for financial 
assistance and long term land retirement: 


Conservation Funding* 


1937 

1999 

Financial Assistance 

$5,041,700,000 

$231,383,000 

Land Reserve 

$261,863,000 

$1,711,163,000 


*in constant 2000 dollars. 


Financial assistance related to conservation was the primary vehicle for bringing 
cash to rural areas. The relative financial assistance under conservation in 1937 is 
comparable to the expenditure on commodity programs in recent times. My concern 
today is when conservation programs are still viewed as income transfer mecha- 
nisms. Part of the concern over targeting conservation payments relates to this ear- 
lier history where the imperative was that everyone in the conservation district 
should be eligible for payments. If we are to successfully tackle our resource con- 
cerns we will have to target resources in the knowledge that these resources are 
limited and in fact probably inadequate. 

Effective conservation programs are a critically important public good. This is in- 
creasingly the case as we attempt to get increased production from a largely fixed 
land base. We are beginning to realize that there are sustainability limits. 

With respect to biofuels, there are key issues of importance to this Committee. 
The greenhouse gas issue is important in making public policy supporting biofuels. 
The indirect land use issue needs to be part of the decision process, but is less im- 
portant than initially determined. A key question at this point is what might be 
done to relieve the ethanol industry of the blending wall barrier. Raising the blend 
rate when cellulosic ethanol is some way down the road would force an increase in 
the amount of corn based ethanol production. This raises resource use concerns 
among others. 

Today we are utilizing most all of our high quality agricultural land. When corn 
prices approached record highs a few years ago the new land that then went into 
corn production came largely from soybeans, wheat, and cotton. There were not 
many idle lands of sufficient quality waiting to be planted. Since the early 1900s 
the number of harvested acres for major crops in the U.S. has remained relatively 
stable. As acres were taken out of production due to such things as urbanization 
we have taken the fifty to seventy million acres we used for feed for horses and 
mules from that use to meet the loss of land for food and feed-grains. Today, acreage 
expansion will have to come out of high quality pasture and then from land of de- 
clining quality after that. What we see today is the agricultural land base that we 
have. From this point on, only increased 3 delds (possibly pushing the land harder) 
will be our primary expansion route. More corn for biofuels involves conservation 
concerns and a very real food versus fuel concern. In addition, high feed-grain prices 
decimate the livestock and dairy industries. 

Cellulosic ethanol production does not remove the land base concern. To approach 
economic viability, cellulosic materials will have to be grown within close transpor- 
tation radius of conversion plants. High quality land will likely have to be used as 
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well as land that would be less suitable for food and feed-grains if this activity is 
to be spread across the country at large scale. These crops do require fertilizer and 
do present management challenges, such as their invasive characteristics, that are 
no less daunting than those we face for other crops. There is also only so much bio- 
mass material that should be removed from the land if we are to maintain soil 
health. Cellulosic biofuels are not a silver bullet for our liquid fuel problems. In- 
creased energy efficiency is in many cases still a more cost effective option. 

In closing, I would like to note that some years ago my colleague Lyle Schertz 
made the comment that we have a tendency in the U.S. to socialize losses and pri- 
vatize gains.* This has been the case across many of our activities associated with 
government. Today, we can no longer afford to do this — in agriculture or in other 
sectors we no longer command the national wealth nor are we willing to tax our- 
selves to cover the cost to allow us to do this. The other side of the coin is that if 
we actually believe in markets, more of the private gains will have to cover losses. 

While my remarks here have been general, I will try to respond now or in writing 
later to the more detailed concerns you might have with the help of my colleagues 
at Purdue. 

The Chairman. Thank you very much, Dr. Doering, for that tes- 
timony. 

Dr. Ellinger, welcome to the Committee. 

STATEMENT OF PAUL N. ELLINGER, Ph.D., HEAD AND 

PROFESSOR, DEPARTMENT OF AGRICULTURAL AND 

CONSUMER ECONOMICS, UNIVERSITY OF ILLINOIS, 

URBANA-CHAMPAIGN, URBANA, IL 

Dr. Ellinger. Good morning. Chairman, Committee and observ- 
ers. I am pleased the Committee is doing these hearings and at 
this time they are setting the stage for the farm bill. My role, as 
I understand it, is to discuss the area of credit, and I also will 
spend a little bit of time talking about the funding issues related 
to land-grant infrastructure. 

First, credit, I did provide some data regarding the market 
shares, loss rates and individual lender data in written testimony, 
but let me summarize. In general, ag lenders have performed well 
through the crisis. They continued to offer credit during the crisis 
and they continue to do so. Agriculture as an industry uses a lower 
amount of debt relative to other sectors. If you compare the total 
amount of debt in the sector of $250 billion, it is dwarfed by what 
is spent in Wall Street at the larger institutions in the recent past. 

We have a very diverse set of lenders in ag and we have two 
GSEs that continue to perform and have good capital positions. We 
have large banks lending to a relatively large sector, and thou- 
sands of community banks that continue to be successful in pro- 
viding credit in agriculture. Loss rates, although they have been in- 
creasing during the credit crisis, they are not near the level of the 
other sectors in our economy. 

The key stress sectors and the portfolios of ag lenders are dairy, 
pork, poultry, ethanol and timber. The increase in unemployment 
in rural areas has certainly impacted debt repayment capacity of 
many farm rural borrowers. Historic repayment capacity has relied 
very heavily on non-farm income, and this is being jeopardized 
with the amount of unemployment in this area. 

Now, related to the policy issues related to credit, if we are look- 
ing at continued access to credit and credit availability, I think 


*Lyle Schertz and Otto Doering, The Making of the 1996 Farm Bill, Iowa State University 
Press, Ames, 1999. 
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that one of the most important pieces is what Professor Babcock 
talked about this morning. Having adequate risk controls in place 
will allow credit to continue. I think this is a very critical piece as 
we continue to look at making tweaks to the system and changes 
in risk management. I think the risk management aspects will be 
very important to lenders in the future. My concern is the risk sec- 
tor is being pushed back to the producer. Mr. Lucas talked about 
increasing interest rate risk. We have increasing volatility in com- 
modity markets. We have increasing risk related to contractual and 
counterparty risk. A lot of this risk now is going back to producers, 
and we need mechanisms for risk management and risk education 
as the result of that. 

Continuing expanded funding of direct and guaranty programs 
administered by the Farm Service Agency are also very important 
for the development of beginning farmers and ranchers, socially 
disadvantaged farmers and ranchers and selected family-size oper- 
ations. These credit programs have been successful and are well- 
understood by the agricultural lending community. Consideration 
should be given to increasing the borrower limits. We have had in- 
creases in farm real estate prices, equipment is more expensive and 
fuel, fertilizer, seed and rent, and costs are much higher. Credit 
limits of $300,000 may be insufficient to meet the needs of mod- 
erate-size family operations. 

There are many intersecting issues surrounding the current fi- 
nancial regulatory forum. Restructuring or consolidation of finan- 
cial institution regulators are being considered by another com- 
mittee, but the Farm Credit Administration has been a strong, 
independent regulator for Farm Credit System and Farmer Mac. 
This is especially evident during the financial crisis, and it is in my 
opinion it is the best interest of the two successful agricultural 
GSEs perhaps to remain as the primary and independent regu- 
lator. 

In summary, most agricultural lending institutions have navi- 
gated the turmoil through prudent lending, effective underwriting, 
strong capital management and successful risk management. New 
and increasing risk in agriculture will result in more winners and 
likely more losers. Risk management by lenders and borrowers 
should be a high priority. 

The next segment I would like to talk briefly about are the issues 
facing our land-grant infrastructure. As the farm bill discussion 
evolves establishing the next Federal framework for food, agricul- 
tural, natural resource and rural development policy. I would be re- 
miss in not calling attention to another change taking place right 
now with respect to research, education and extension infrastruc- 
ture that has served us so well for many decades. Today, many of 
the most urgent issues facing policymakers falls squarely within 
the purview of the land-grant system such as food, as well as secu- 
rity, climate change, use and protection of land, water and other 
resources, health and nutrition, energy independence. However, for 
the last 2 decades. Federal investment in this has stagnated and 
is nominal, and we have had declining real investments in appro- 
priations. 

To summarize as we are close to running out of time, we are 
looking at disinvesting in our structure and our ability to do things 
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like full range, like extension, like our experimentation research. 
We are at a time where we need to he thinking about what we 
need to do to invest in our next century of land-grant institutions. 
Thank you. 

[The prepared statement of Dr. Ellinger follows:] 

Prepared Statement of Paul N. Ellinger, Ph.D., Head and Professor, 

Department of Agricultural and Consumer Economics, University of 

Illinois, Urbana-Champaign, Urbana, IL 

Good morning, Chairman, Committee Members, and observers. My name is Paul 
Ellinger and I am a professor and head of the Department of Agricultural and Con- 
sumer Economics at the University of Illinois at Urbana Champaign. 

I am pleased the Committee is conducting these hearings to help set the stage 
for next farm bill. My understanding is that my primary role today is to provide 
background and expertise regarding the finance and credit issues facing agriculture 
and rural America. I would also like to discuss briefly the changing landscape for 
research, education and extension. The current budget crisis has significantly chal- 
lenged our academic institutions. We are at a critical crossroad as land-grant insti- 
tutions incur significant declines in funding and investments needed to lead dis- 
covery and innovation for a competitive and efficient food and agricultural system. 

Current Credit Landscape in Agriculture 

Financial markets and institutions are coming through unprecedented and well- 
documented disruption. Production agriculture has not been immune to the crisis. 
The direct impact of the credit crisis impacted global economic growth that subse- 
quently contracted aggregate demand for agricultural commodities. 

In comparison with other sectors of the economy, agriculture is generally charac- 
terized as using a low amount of debt relative to assets. The U.S. Department of 
Agriculture estimates total farm debt of approximately $233 billion at the end of 
2010. Total assets in the farm sector are forecast at $1,876 trillion resulting in a 
farm aggregate debt-to-asset ratio of only 12.4%. The aggregate debt numbers often 
mask the wide disparity of debt usage among farms. Larger farms with higher reve- 
nues tend to rely more heavily on debt than smaller farms. 

The primary lend- 
ers in agriculture are 
commercial banks, 
the Farm Credit Sys- 
tem. life insurance 
companies, Farm 
Service Agency, and 
captive finance com- 
panies. The Fann 
Credit System holds 
approximately 38% 
of the total farm debt 
while commercial 
banks hold 44%. 


44% $233 Billion 2010f 

Source: Economic Research Service. 


Total Farm Debt Shares: 
2008 

Individuals 


Farm Service 
Agency 
2 % 

Life insurance 
companies 
6 % 


and others 



Farm Credit 
System 
39% 


$239 Billion 2008 
$249 Billion 2009p 
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Commercial 

Commercia) Banks Lending to Agi’icultui'e 


hanks lending to 




Asset Size 

Percent of Ag Loans 
at Commerical Banks 

Number of Banks 

agriculture can be 

further divided 
into three general 
segments — small. 

Less than $100 

14% 

2,241 

community banks, 

$100 to 500 

35% 

2,728 

regional banks 
and larger money- 

$500 to 1.000 

11% 

479 

center banks. 

$1,000 to 10,000 

17% 

360 

Over 78'!! of the 
loan volume and 

Greater than $10,000 

22% 

63 


liver 98'/! of the 
banks lending to 
agriculture are 
from banks with 
loss than $10 bil- 
lion in assets. 

Source: Call and Income Reports 12/31/2009. 

Approximately, 18% of the banks lending money to agriculture are publicly traded 
or owned by a publicly traded bank holding company. 

Impacts of Financial Crisis on Lending Institutions to Agriculture 

Relative to other financial intermediaries, agricultural lenders generally remain 
healthy. Many of the agricultural-related institutions did not participate in higher- 
risk housing lending procedures nor were they significantly invested in the struc- 
tured securities that lost substantial market value. The initial impact of the crisis 
did impact larger agribusinesses through lack of working capital financing or trade 
credit and the large increase in the cost of debt capital. The initial phase of the 
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financial crisia did 
not have a pi'o- 
nounced effect on 
the credit avail- 
ability to much of 
commercial agri- 
culture, but did 
impact the securi- 
tiea portfolios of 
many lenders pro- 
S’iding credit to 
agriculture. Agri- 
cultural lenders 
have also bene- 
fitted finm strong 
sector income in 
2007-2008. More- 
over, fann real es- 
tate valuations 
have not experi- 
enced the steep 
declines in resi- 
dential and com- 
mercial real es- 
tate prices. 

Delinquency 
rates of agricul- 
tural loans at 
commercial banks 
and the Fann 
Credit System 
have increased, 
but remain lower 
than other eco- 
nomic sectors. 

The key stress sectors in the portfolios of agricultural lenders are dairy, pork, poul- 
try, ethanol, and timber. Increased unemployment in rural areas has impacted debt 
repayment capacity of many rural farm borrowers. 
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Widespread banks failures in 2009 resulted in the FDIC imposing an additional 
assessment to banks for prepayment of 3 years of premiums. Of the 205 commercial 
bank failures in the U.S. from January 1, 2009 through May 7, 2010, only 134 failed 
banks held agricultural loans and represented only 1.41% of the volume of agricul- 
tural loans held by commercial banks. The more than 700 banks estimated to be 
on the FDIC watch list hold only 4.5% of commercial bank agricultural loans. Chal- 
lenges facing rural community banks include continued stress in the commercial 
and residential real estate loans sectors, prolonged unemplo 3 mient in rural areas. 
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increased vulnerability to interest rate risk, and reduced profit margins resulting 
from the substantial increase in the FDIC assessment in 2009. 

The Farm Credit System has also experienced stress in their portfolio, but re- 
mains healthy as a result of a strong capital position. Non-performing loans were 
2.14% of total loans at year-end 2009. Farmer Mac, the GSE which serves as the 
secondary market for agricultural loans, suffered substantial capital losses due to 
investments in Fannie Mae, Freddie Mac, Lehman Brothers, and similar securities. 
As a result of their exposure to these positions, they issued preferred stock to in- 
crease their capital ratio. In early 2010, the capital was paid hack in full and now 
Farmer Mac has the largest capital surplus in its history. Authority to allow rural- 
utility loans to be considered as Farmer Mac “qualified loans” in the 2008 Farm Bill 
has provided needed funding for rural-infrastructure as well as a strong portfolio 
segment for Farmer Mac. 

The asset-backed-security market was also crippled by the initial crisis. Asset 
backed securities are used by some farm machinery companies such as John Deere 
and Case New Holland as a cost-effective method to fund loans to borrowers. Since 
this alternative was not available, some companies had to use higher cost methods 
to finance these loans. The Term Asset-Backed Securities Loan Facility (TALF) 
helped revive the ABS market and provide additional funding opportunities for farm 
machinery companies to extend credit to farmers. 

In summary, despite a very turbulent economy, agricultural lenders continue to 
lend to agriculture. Moreover, even as credit standards tighten, many institutions 
have taken on new agricultural loans. 

Credit Related Agriculture Policy Issues 

Continued credit availability in agriculture will hinge on collateral values and 
borrower profitability in an era of heightened risk. Producers tend to be bearing a 
higher share of the risk in the sector. These risks include increased financial, com- 
modity and input cost volatility in conjunction with amplified contractual and 
counterparty risks. Effective risk management tools are essential to continued credit 
availability in agriculture. I urge the Committee to look at refining and expanding 
the risk management options available to producers. Moreover, increased emphasis 
on financial and risk management education is essential. Risk management tools 
are often complex and difficult to understand. Education will be a necessary com- 
plement to enhanced risk management tools. Successful producers will likely have 
to prepare more detailed financial statements and develop their risk mitigation 
strategies. 

Continued and expanded funding of the successful direct and guarantee loan pro- 
grams administered by the Farm Service Agency are very important to the develop- 
ment of beginning farmers/ranchers, socially disadvantaged farmers/ranchers, and 
selected family-sized operations. The credit programs have been an efficient method 
to leverage funding into credit for production agriculture. Agricultural lenders have 
learned to use these programs to manage their risks and expand credit availability. 

Consideration should be given to increasing borrowing limits on direct operating 
and ownership loans. Farm real estate prices have increased, equipment is more ex- 
pensive, and fuel, fertilizer, seed rent and other input costs are higher. For example, 
nonland cash costs exceed $400 per acre in Illinois; cash rents on good to excellent 
farmland exceed $200 per acre; and Illinois farmland prices on good to excellent 
farmland range from $6,000 to 7,000 per acre. Credit limits of $300,000 may be in- 
sufficient to meet the needs of moderate-sized family operations. 

There are many intersecting issues surrounding the current financial regulatory 
reform. Restructuring or consolidating of financial institution regulators are being 
considered. The Farm Credit Administration (FCA) has been a firm, independent 
regulator for the Farm Credit System and Farmer Mac. This was especially evident 
during the recent financial crisis. The Farm Credit Administration, formed in the 
early 1900s, has an understanding of the risks inherent in agriculture and the food 
system. It is in the best interest of the two successful agricultural GSEs for FCA 
to remain as their primary and independent regulator. 

In summary, most agricultural lending institutions have navigated the economic 
turmoil through prudent lending/investing, effective loan underwriting, strong cap- 
ital management, and successful risk management. New and increasing risks in ag- 
riculture will likely result in more winners and more losers. Risk management by 
lenders and borrowers should be a high priority. Policy makers can assist through 
developing and enhancing existing tools and investing in producer education. 

This first segment on agricultural credit relates to my research and education re- 
sponsibilities. Next, I would like to discuss the administrative component of my aca- 
demic responsibilities. Richard Vogen, Director of Planning, College of Agricultural, 
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Consumer and Environmental Sciences assisted in developing and organizing this 
portion of the testimony. 

Changing Landscape for Research, Education, and Extension 

As the farm bill discussion evolves, establishing the next Federal framework for 
food, agricultural, natural resource, and rural development policy, I would be remiss 
in not calling attention to another watershed of change taking place right now — 
with respect to the research, education, and extension infrastructure that has served 
us so well for many decades. For over a century, this nation prudently invested, by 
partnership with the individual states, in an integrated approach to discovery, 
learning, and application of knowledge. By establishing successful land-grant col- 
leges and universities, agricultural experiment stations, and extension services, the 
public across America contributed to a powerful engine of growth and learning; re- 
sulting in the most successful food and agricultural system the world has ever seen, 
reduced rural poverty, and improved understanding of our resources and environ- 
ment. 

Today, many of the most urgent issues facing policy makers fall squarely within 
the purview of this land-grant system, such as global food security, climate change, 
use and protection of land, water, and other resources, health and nutrition, and 
energy independence. Some of the most exciting developments in science and tech- 
nology are at the nexus of life sciences and other disciplines, played out in the do- 
mains of food, agriculture, and natural resources. Even in this most recent period 
of economic turbulence, these sectors of our economy proved to be resilient, a bell- 
wether of opportunity in the future. 

However for at least 2 decades, the Federal investment in the land-grant infra- 
structure stagnated, in evidence by the flat nominal and declining real investments 
in Hatch and Smith-Lever appropriations. The recent increase in competitive re- 
search funding through the Agriculture and Food Research Initiative (AFRI) is one 
hopeful sign that the needs are being recognized. Ironically though, the states, espe- 
cially those with large populations and entitlement obligations, are divesting in 
their higher education, research, and extension infrastructure related to agriculture. 
The longstanding land-grant services that rely on Federal-state partnerships are in 
an accelerated period of disinvestment. 

Let me illustrate with the situation I know the best. In the case of the University 
of Illinois, the state is seriously in arrears for its currently obligated funding to 
higher education, and the state’s budget deficit has widened dramatically. At stake 
are the central principles of the land-grant university and whether this mission is 
consistent with both the escalating share of costs borne by undergraduate students 
and the direction of a research intensive university. In the case of the University 
of Illinois, as in many of our sister institutions, the contribution of state resources 
(GRF) to the University has been outstripped by contributions of student tuition (In- 
come Fund). A fair question is whether students should be asked to pay for public 
services in the research and extension missions. To an increasing degree, the an- 
swer is no. The consequence of that trend is that fewer resources are available to 

maintain the 
land-grant infra- 
structure, train 
the next genera- 
tion of leaders 
and scientists, or 
address the local 
is-sues of agri- 
culture, food, and 
the environment. 

A measure of this 
disinvestment is 
the 25% decrea.se 
in faculty capacity 
in our College of 
Agriculture, Con- 
sumer and Envi- 
ronmental 
Sciences over the 
past 2 decades. 


University of Illinois at Urbana-Champaign 
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The emphasis on competitive funding at the national level exacerbates these 
trends. Locally relevant problems are neglected in pursuit of science in the context 
of larger, complex issues; or by seeking support from granting agencies with higher 
potential returns, but less relevance to food, agriculture, and natural resource 
issues. The inevitable result will be a narrowing of the field to fewer successful 




A similar story is may 
be told for University of 
Illinois Extension. The 
primary source of Fed- 
eral formula funding 
(Smith-Lever 3b & 3c) 
has changed little in 
nominal dollars over the 
past decade, while the 
State's investment has 
waxed and waned. The 
real growth for Exten- 
sion is evident in the 
funding support by coun- 
ties for local programs. 

These trends serve to 
demonstrate the main 
point; as states struggle 
with mounting fi.scal 
problems, the historic 


Federal-state partnerships that serve the food, agricultural, and natural resource 
sectors of our nation are in peril. The irony of this circumstance is that there is a 
resurgence of interest in the principles of the land-grant philosophy, which for us 
means actively discovering, advancing, and integrating new knowledge to ensure 
nutritious and safe food, sustainable and innovative agriculture, renewable sources 
of energy, strong families and communities, and environmentally sound natural re- 
source management to benefit the people of Illinois and the world. 

I urge the Committee to carefully consider this issue, as deliberations proceed for 
a new food, agricultural, and natural resource policy framework in the United 
States. Thank you for your time this morning. 
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The Chairman. Thank you very much, Dr. Ellinger. 

Dr. Ray, welcome back to the Committee, glad to have you. 

STATEMENT OF DARYLL E. RAY, Ph.D., PROFESSOR, 

BLASINGAME CHAIR OF EXCELLENCE AND DIRECTOR, 

AGRICULTURAL POLICY ANALYSIS CENTER, UNIVERSITY OF 

TENNESSEE, KNOXVILLE, TN 

Dr. Ray. Thank you very much for the opportunity to talk with 
you and to interact with you. 

I think that there is a possibility that we might get lulled into 
thinking that the $3 to $4 prices of corn and prices that correspond 
to that for other crops are going to be the future, and I am not con- 
vinced. What we need to do when we look at policy, or one of the 
things we need to do is to look at how it reacts and how it protects 
farmers, and maybe consumers and others that are involved, all 
the stakeholders at the extremes. When we have extremely low 
prices and extremely high prices because if history has taught us 
anything, we will have b^oth and we have had that in the last dec- 
ade actually. In 1998 to 2001, we had extremely low prices and of 
course prices exploded about 10 years later. 

I want to talk about some of the specific types of programs and 
how they might react to those kinds of extremes. There is a lot that 
can be said positively about the ACRE Program, but I do think that 
as Dr. Babcock mentioned, when prices are very high that is when 
the ACRE Program does the best job of providing benefits to farm- 
ers, and, therefore, would cost taxpayers potentially a considerable 
amount of money. But on the bottom side, we don’t have that kind 
of protection with the ACRE Program, I would argue. If you let the 
prices, if the prices fall for one reason or another, the protection 
level, the safety net is going to be dropping with prices, and at 
some point there would actually be very little or no protection at 
all. 

In some ways, ACRE is a revenue smoother over time, and it is 
not a consistent provider of countercyclical protection. We need to 
take that into account. And a number of the analyses that I have 
seen, some of which look at the current price picture, others look 
at the averages over say 1980 on, those numbers tend to indicate 
that ACRE would be beneficial to farmers. But, the ones that I 
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would want to look at are how it performed or would have per- 
formed in 1998 to 2001 when we had low prices. I think that we 
need to have that information as policymakers, and as also as 
farmers, if we are going to use those kind of program. So that is 
one thing that I wanted to focus on and to lift up. 

I want to talk a little bit about exports, too. I think that one of 
the reasons that we have gone to the payment kind of programs 
that we have for agriculture now is because of the export centric 
narrative, that is we believe that if the supply management and 
price support programs that we once had were preventing us from 
keeping our customers, and if we lowered the price why they would 
come back, running right back. And then the other aspect is that 
we have had a lot of folks that have said that population growth, 
income growth around the world is going to make agriculture pros- 
perous and that it is going to happen any time now. But, over the 
last 20 years it really hasn’t happened. In fact, if you take the total 
tonnage of the three major crops, wheat, corn, and soybeans, we 
are actually exporting the same amount today as we did in 1980, 
and of course that is a percentage of production that has been 
going down. I think it is important to not think that exports are 
necessarily going to save us. 

In the time I have left I just want to throw out some fairly dis- 
jointed things. I think that excess capacity is likely to return and 
we can talk about that in more detail later. I think that it is pos- 
sible to have lower prices if you have $2 corn. There is nothing to 
stop it, and we don’t have the kinds of protections in place that we 
have had in the past. So, if conditions are right, it indeed could 
happen. 

I think that it is unreasonable to think that if we had complete 
trade access, complete freedom of trade that we could do away with 
our farm programs. I don’t think that that kind of activity would 
change the nature and structure of agriculture, and it would be dif- 
ficult to see that. 

So with that, I will quit. Thank you. 

[The prepared statement of Dr. Ray follows:] 

Prepared Statement of Daryll E. Ray, Ph.D.,i Professor, Blasingame Chair 

OF Excellence and Director, Agricultural Policy Analysis Center, 

University of Tennessee, Knoxville, TN 

Thank you Mr. Chairman and the Members of the Agriculture Committee of the 
U.S. House of Representative for your invitation to participate in this hearing to re- 
view U.S. agricultural policy in advance of the 2012 Farm Bill. It is indeed an honor 
to appear and to interact with the Committee. 

My testimony steps back from the nuts-and-bolts of the commodity program trees 
and focuses on the broader farm policy forest. Specifically, I want to suggest that 
it is important to consider how public policy for commercial agriculture performs 
during the times of economic extremes. Any farm policy or no farm policy at all 
works just fine in times economic stability with little stress. But how does it per- 
form when prices plummet and remain “low” due to successive years of production 
outrunning demand? Or when prices sky rocket due a sudden and persistent de- 
mand surge or multiple years of crop failure? 

We lived through both extremes within the period of a decade: low prices for sev- 
eral years beginning in 1998 and a price explosion a decade later. It is, of course, 
during these extremes that economies of agricultural sectors are the most disrupted 
and long-term price incentives are the most distorted. 


1 Harwood D. Schaffer, Agricultural Policy Analysis Center, made contributions to this state- 
ment, but any errors of fact or logic remain the responsibility of the author. 
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During the low-price period at the end of last decade, many program-crop farmers 
became “wards of the state” as they received more than all of their crop net income 
from government payments. These low prices caused immediate harm to farmers 
living in developing countries where backfilling gaps in market receipts with public 
payments was not remotely possible. Livestock producers and grain ingredient buy- 
ers gladly accepted the subsidy and based production decisions on unrealistically 
low grain prices. 

The price surge a decade later wreaked havoc on the livestock industry, the eth- 
anol industry, and the nutritionally vulnerable worldwide, as well many other sec- 
tors and groups. 

These extremes would not have occurred or would have been moderated if food 
and production agriculture could have quickly adjusted to price swings. But as has 
been known for decades if not centuries, neither can. Consumers don’t quit eating 
when prices explode (and thereby relieve the pressure on prices, which consumers 
would do for most other goods) nor do individual producers, who are price-takers 
for undifferentiated crops, shut down production on their land when prices are low 
(in contrast to producers in other sectors who take production orders or affect their 
price by gauging production to demand). 

Although we sometimes forget it, commodity programs exist because of this inabil- 
ity of aggregate agriculture to quickly self-correct. Logically it makes sense then to 
evaluate recent farm policy approaches examining how each functions during the 
times when this lack of quick market self-correction causes the most economic and 
social disruptions. 

Let’s consider the two basic alternatives offered in the 2008 FB, ACRE and DCP. 

In the case of revenue insurance programs such as ACRE, the bottom line for me 
is that they tend to generously insure farmers during good times and provide vir- 
tually no help during extended bad times.^ 

Following a series of “good” market revenue years, revenue insurance provides 
farmers with a proportion of the relatively “high” revenue level if prices (or yields) 
tumble. Depending on how high prices were during the good revenue years, farmers’ 
revenue may be protected at or even above the full cost of crop production. 

On the other hand, if prices fall and remain relatively low for several years, rev- 
enue insurance provides farmers with very little protection — actually no protection 
if prices are relatively unchanged but “remain very low compared to production 
costs” and little protection if prices or yields drop hard and stay there. With declin- 
ing prices, protection ratchets down with the prices. 

The reason many stochastic studies have shown that ACRE would typically pay 
farmers more than DCP is because of recent advantageous market conditions. Since 
revenue insurance is calibrated to recent market revenue (constrained by the ten 
percent rule in ACRE), the safety net does not stay put. There is no long-term floor 
for the price portion of revenue as there is with DCP. That is why I say revenue 
insurance programs tend to generously insure crop farmers during good times and 
provide virtually no help during extended bad times. During times when prices hit 
bottom and remain there and the “need” in crop agriculture is the most acute, rev- 
enue insurance protection marches to zero. 

So how well do revenue insurance programs overcome the extreme economic con- 
ditions created by lack of quick price responsiveness by food consumers and aggre- 
gate crop agriculture? Since revenue insurance programs do not dependably protect 
even crop farmers when production outruns demand for extended periods of time, 
revenue insurance fails on all counts. There is little or no help for domestic or 
worldwide crop farmers when prices are pushed well below the cost of production. 
And there is no help for livestock producers, other grain users including ethanol pro- 
ducers, and the nutritionally vulnerable when prices explode. 

During the two identified sets of extreme (also polar extreme) economic condi- 
tions, the DCP program was the basic farm program in effect, albeit with some vari- 
ation in details. DCP and the emergency payments during 1998 to 2001 protected 
crop farmers from total economic ruin by replacing market receipts with government 
payments.^ But aside from that, the DCP program fares no better at ameliorating 
the extremes than a revenue insurance program. 


2 In general selling revenue insurance is akin to selling residential fire insurance when it is 
known that all the insured houses have the potential to bum down simultaneously. Prices do 
not affect farmers randomly. When prices fall, they fall for all. Traditional insurance, on the 
other hand, is a numbers game based on the knowledge that a relatively small but predictable 
percentage will “collect” during a finite period of time. So if the good times are really good and 
then prices fall very hard, the cost of insuring revenue could be extremely large. 

3 Of course, had revenue insurance been in effect during the low price years, emergency pay- 
ments likely would have been paid as well. But then what would the 2002 FB have looked like? 
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U.S. farm policy has evolved over time to its present configuration partly, if not 
mostly, because it was thought that earlier programs were hindering trade. It was 
widely thought that supply management and price support programs were allowing 
U.S. export competitors to undercut the U.S. and to snatch away export markets. 
It was thought that by allowing prices to fall to free market levels, crop exports 
would increase ferociously, compared the degree of decline in prices, allowing the 
U.S. to reclaim its former stratospheric share of total world grain exports. And since 
export volumes were expected to increase proportionally more than the fall in prices 
(implying a price elastic export demand), export values were expected to soar when 
prices were lowered from price support levels. 

There was a second component to the export-centric narrative driving U.S. farm 
policy for the last quarter century. Administration officials, farm organizations, aca- 
demics, and commodity organizations have continually fed the belief that growth in 
world population and incomes are “about to” propel U.S. agriculture to the promised 
land of accelerating export growth and financial prosperity. 

While this export-centric narrative was successful in moving farm policies to the 
check-writing-payment programs of today, the grain-export promises failed to occur. 
Over the last 3 decades, U.S. corn export demand has been variable but with a flat 
trend while wheat export demand has trended downward. Soybean complex exports 
(soybeans, soybean meal and soybean oil) have trended upward during part of the 
period, but the U.S. share of world soybean complex exports has plummeted, declin- 
ing from 56 percent in 1980 to 33 percent in 2009. 

Even with the increase in soybean exports, the combined exports for the three 
major export crops remained below their 1980 level during most of the last thirty 
years. Amazingly and contrary to general belief, the U.S. is now exporting a smaller 
proportion of its combined production of corn, wheat and soybeans than in 1980 — 
45 percent in 1980 and 25 percent in 2009. That is to say that the increase in do- 
mestic demand has been far more important to U.S. farmers than the vacillation 
of grain exports. 

The price elastic export demand argument didn’t pan out either. Contrary to ex- 
pectations, USDA historical data on crop prices show fluctuations of greater ampli- 
tude typically than the corresponding amplitude of changes in the volume of crop 
exports. Even more telling — again contrary to expectations — USDA data on the 
value of crop exports typically moves in the same direction as change in the crops’ 
prices. These market observations are not consistent with a demand that is price 
elastic, rather one that is price inelastic. 

Crop exports have not performed as promised. It is not uncommon for conven- 
tional wisdom to lag behind reality, sometimes because of inertia, sometimes be- 
cause we don’t bother to look up the data, and sometimes because we “know how 
something should be” and that’s good enough. Crop exports are indeed a case in 
which conventional wisdom lags reality. 

Since the premises of the export-centric narrative turned out to be false, that ex- 
port narrative is not a valid reason to confine commodity program discussions to 
government payment programs of one kind or another. 

Nor, in my opinion, is it valid to not consider non-government-payment ap- 
proaches to farm policy because such market interventions cause market distortions. 
1 submit to you that severity of economic dislocations flowing from the current 
produce-all-you-can-and-backfill-market-receipts-catastrophes-with-payments-with- 
no-reserve type of program takes the market distortion argument off table. 

Nor would previous complaints about the cumulative cost of previous non-govern- 
ment-payment commodity programs standup well against the cumulative cost of 
payment-based programs. Aside from being less expensive than current programs, 
there could be billions of dollars of potential savings by avoiding the reactions to 
and effects of the exaggerated price signals experienced with current programs. 

So to those who claim that inventory management programs including grains re- 
serves are too expensive to consider, my question is: compared to what? 

❖ Compared to the billions of dollars of economic losses of the livestock, dairy and 
ethanol industries because there were no grain reserves to help affect the mar- 
ket? 

4* Compared to additional millions of people worldwide who were forced into pov- 
erty because of the price of staples? Compared to the future “low” U.S. crop 
prices that almost inevitably follows major crop price run-ups? 


If revenue insurance were the principle program instrument, would the countercyclical payment 
program have been put into the 2002 FB? Would ad hoc emergency payments been continued 
instead? 
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4* Compared to the losses to farmers worldwide who have experienced (and most 
likely will experience future) low prices but who receive no payments? 

4* Compared to the other impacts of dumping commodities on the world market 
at below the cost of production including the Brazilian cotton case? 

I recognize that today’s farm policy is what it is and even noncontroversial 
changes can come grudgingly or not at all. But one place to begin would be to re- 
institute a grain reserve program. With its authorization when, not if, grain prices 
drop into government payment territory, grain could be isolated from the market in 
a reserve. The benefits would be reduced government expenditures for farm pay- 
ments since isolating and storing a relatively small percent of production which 
would raise prices, is much different than doling out annual payments for most or 
all of production. In addition, a reserve would be available to moderate prices that 
otherwise would go skyward during TRUE demand or supply shocks. Other criti- 
cisms have been lodged against grains reserves besides cost and price distortion con- 
cerns, but most of those criticisms deal with implementation and thus it is impor- 
tant to codify purposeful operational rules and to make the rules transparent to all. 

As we have seen in the financial markets, the efficient markets hypothesis on 
which so many economic recommendations, including agricultural policy, rest is not 
without its problems. This is especially true for crop markets where the low elastic- 
ities of supply and demand create further challenges. In recent years we have dealt 
with both of these challenges by searching for mechanisms by which we can sta- 
bilize farm income. The result has been either the backfilling of farm income 
through huge emergency and marketing loan payments or offering outsized sub- 
sidies to insurance companies to induce them to offer actuarially unsound policies 
designed to protect farmers against widespread systemic risks like yield, production, 
and/or income loss. In addition, these programs have been unable to reduce the 
huge economic distortions that occur on both the high and low ends of the price 
spectrum. 

The direct and indirect costs of these various approaches have been far in excess 
of what they would have been with the traditional reserve and supply management 
programs which, when well managed, provided a price band within which the forces 
of supply and demand efficiently allocated agricultural resources, protecting farm in- 
come while guarding against the distortions that result from price extremes. 

Other Thoughts and Perceptions 

• Excess capacity can and likely will return with a vengeance. Yes, this time it 
could be different. But as any agriculturalist who lived the through the 1970s 
and those familiar with agriculture’s long-term history (not to mention Malthus) 
can tell you, the odds of “this time being different” are extremely small. In the 
past, supply has always caught up with demand growth and then surpassed it. 
And typically it does not take long for that to happen. 

• Once again we could see $2 per bushel corn and comparable prices for other 
major crops in the future. There is nothing to stop it. Yes, there was a higher 
price plateau after the price run up in the seventies but then there were two 
factors that do not exist today: one was extreme high general price inflation by 
U.S. standards and the other was increased support prices. 

• Given agriculture’s propensity to overproduce, drafting FB legislation based on 
projections of “high” prices that happen to exist during FB debates usually re- 
sults in unexpected and disappointing outcomes. One example being the 1996 
FB when prices dropped by nearly less than a year after the legislation was 
signed into law. 

• There is little reason to believe that U.S. farmers could prosper by trading the 
farm program safety net for complete access to international markets. Such a 
fantasy fails to take into account how most, if not all, countries view food and 
the other unique characteristics of the food and agriculture sectors. 

• The export-centric narrative, which has been recited as fact to sell the current 
direction of farm programs, has turned out to be fiction. It is time to acknowl- 
edge that, while exports are important and always will be, they are not going 
to make agriculture ever more prosperous. This won’t happen because importing 
countries want to produce as much of their own food as possible (even if it is 
cheaper to import it) and, just as importantly, because our export competitors 
really are export competitors, many of whom have profitable growth opportuni- 
ties in terms of acreage expansion and the closing of yield gaps. 

• Grain reserves also perform an important international trade function. Produc- 
tion disruptions can be so severe even in the U.S. that domestic demanders of 
grains could have difficulty securing physical quantities of grain at any price. 
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It is in those situations that we also are most likely to become unreliable sup- 
pliers in the export market. Legislation preventing embargoes can and likely 
would be rescinded. Previous grain and soybean export embargoes occurred dur- 
ing times, like now, when the U.S. had no reserves on hand. 

• The trade disruptions in 2008 could have been avoided had reserves been avail- 
able. Without the security of knowing that reserves exist, it is perfectly under- 
standable why countries felt compelled, when availability became uncertain, to 
restrict exports of the very staples that their populace depend upon. It is also 
important to understand that, without reserves, it is unlikely that the existence 
of totally free trade, in its most complete sense, would have changed the motiva- 
tions or actions of those exporters. 

• We should do our part to combat world hunger. We should remember however 
that even when crop supplies were plentiful and cheap (1998-2001), there were 
in excess of 800 million people in the world who were hungry. Producing 300 
bushel per acre corn and 90 bushel soybeans in the years ahead does not magi- 
cally translate into feeding the hungry of the world. Neither do we do devel- 
oping countries any favors by supporting policies or agribusiness aspirations to 
move poor small-holder farmers from their land into urban slums. 

The Chairman. Well, thank you very much. I thank all the pan- 
elists for your excellent testimony. 

We have votes. I don’t know what your schedules are but would 
it be possible for you all to return say around 1 o’clock? You could 
have lunch and then we will come back and we will have the ques- 
tions at that time. These votes may last until about 1 o’clock, so 
does that cause a problem for anybody? No? All right, then we will 
just, why don’t we just set a 1 o’clock time and we will be back 
here. There will be some other Members that will come back at 
that point and we will have some questions. Thank you all very 
much. 

The Committee will be in recess until 1:00. 

[Recess.] 

The Chairman. The Committee will come back to order and it is 
typical when we have votes where it is the end of the day, I don’t 
know if we may have some more people join us. We may not. We 
appreciate the witnesses’ patience in sticking with us. 

I guess Dr. Ray brought up an issue that I have been concerned 
about and that is what happens if we get into another downturn 
in prices with the current system. Well, obviously in dairy they 
have figured out what happens and they are working hard to try 
to change it, but I would like the thoughts of the other panelists 
about that issue. 

Dr. Doering. I agree with Daryll. I think it is possible. I am not 
sure it is probable. I guess I will go back to my original sort of 
structural argument and that is: our programs developed from the 
1930s as safety nets, complete with the loan rates, and with the 
set asides, and with the storage programs. We moved to target 
prices and then had the political ability to send the farmer a check. 
I guess I believe that some of these old vehicles are still equally 
viable in terms of dealing with some of these eventualities. 

The Chairman. Old vehicles, you mean, what do you mean by old 
vehicles? 

Dr. Doering. The target price, the loan rate, that these things 
can be operative when prices collapse. They can give support to 
farmers. I am not sure I am willing to go back to storage programs, 
but we did structure these to perform that function before. We can 
do so again. It depends upon where your triggers are. It depends 
upon what your target price is. It depends upon what you do in 



224 


terms of how you figure if we are dealing with a yield problem in 
a bad weather year where you put those targets, but these devices 
are capable of doing these things. 

The Chairman. I guess I agree with that, but I am not sure we 
have the money to get these loan rates and target prices high 
enough, given the new cost structure that we are involved in. That 
is the thing that I have been struggling with. 

Dr. Doering. I would argue with you if you give up the direct 
payments, it will give you a little money to work on the target 
prices and loan rates. 

The Chairman. I have heard that. 

Dr. Ellinger. 

Dr. Ellinger. I don’t have a real lot more to add. Again, I would 
also agree with Otto on the probability of that as well, given the 
floor that ethanol is now provided to perform. I don’t know the like- 
lihood of going down to that, but I could at least respond to the fact 
that if it did and regardless of how we got there, being that it is 
so far below the cost of production and what we have with ethanol 
producers and the amount of loss that would occur, the data would 
support that. We could go back and look at those income levels in 
Illinois and the net losses that would occur if we are at debt levels 
would be substantial, but, again, the probability of that happening 
may be relatively low given what we have. And then with the op- 
portunity to have again the crop insurance underneath what we 
have in Illinois does support some of this as well. 

The Chairman. It looked like you were going to say something. 
Dr. Brown. 

Dr. Brown. Well, I would certainly like to add that it seems like 
one of the questions we have to face is whether the supply sides 
of these industries have changed substantially over the past sev- 
eral years. I think the dairy industry found itself in a situation 
where potentially supplies got much more less responsive, espe- 
cially, in a low price situation. I think many of us thought going 
into late 2008 or late 2009, we couldn’t see all milk prices below 
$12 again given what work cost production had risen to. But, that 
is certainly not the case, and if you believe we have become less 
responsive in this down price situation, it certainly just exacerbates 
the chance that when we do have demand shifting to the left for, 
let us say, corn that prices can move a lot lower than we would 
have ever once imagined. And then we are seeing signs now of ad- 
justments in the livestock industry that they are adjusting to those 
higher feed costs. I think that is going to play into the demand for 
corn as we look ahead as well. 

The Chairman. I am going to violate my rule here if that is all 
right, Mr. Ranking Member. 

You know, in the past we have always had the same program in 
Title I across all the commodities, but now it seems to me that you 
have a much different situation between these crops in terms of 
where they are at in the marketplace and what other kind of sup- 
port they have and so forth. Does it make sense for us to look at 
having different types of programs for different crops? For example, 
cotton’s situation, maybe I could say rice too, peanuts, are very dif- 
ferent than corn and soybeans, and wheat is a little bit different 
than those crops. So, does it make sense for us to have the same 
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type of system for every crop, or should we look at having different 
types of support for different crops depending on their situation, 
Daryll? 

Dr. Ray. The situation that you describe with regard to the cot- 
ton and rice and peanuts, would suggest that that may be the case 
in my view. I think that from what we are hearing from the farm- 
ers that produce those crops, the direct payments are an important 
part of what they depend on and what their creditors depend on. 
So, that direct payment part, although I have trouble in general 
figuring out what the purpose of direct payments are, especially 
when we have the prices that we have seen the last 2 years. But 
for some crops it seems to be important, so I think that would 
make some sense. 

The Chairman. Does anybody else want to take a shot? 

Dr. Doering. But in a sense we already have. If you look at the 
cotton program or the peanut program, particularly, we already 
have modified those crop programs so that they are somewhat dif- 
ferent. I guess I understand what Daryll is saying in terms of the 
importance of the direct payments, particularly for the bankers for 
those other crops. I guess one of my concerns with the direct pay- 
ments is that is the first and foremost government subsidy that 
gets directly put into land prices. It gets capitalized almost imme- 
diately into land prices. Now, one of the problems is that when you 
withdraw that, if you try to withdraw that direct payment, you are 
going to put a little bit of softness in the land market. I think we 
are doing some of this differentiation already. I think it makes 
sense, but I still feel there are real problems with the direct pay- 
ment. 

The Chairman. Anybody else? Well, thank you. 

The gentleman from Oklahoma. 

Mr. Lucas. Thank you, Mr. Chairman. 

But, gentlemen, don’t all government subsidies or payments or 
investments, however you want to describe it in agriculture, don’t 
they all manifest themselves ultimately in land prices? 

Dr. Doering. Yes, absolutely. 

Mr. Lucas. The best agricultural economist out there and no of- 
fense, Dr. Ray, I sat through your class 30 years ago. The best agri- 
cultural economist is still those guys and ladies out there with the 
pencil or that pocket calculator or some spreadsheet they have cob- 
bled together themselves. They calculate within a day everything 
we do and they incorporate that into the decisions. 

If we could for a moment, let us step back and discuss just how 
we got to this point. Whether you talk about direct payments since 
the 1996 Farm Bill, or the old target loan rate systems before that, 
or whatever into the past, haven’t we almost continuously since the 
1940s gone through a cycle when we invest too much, or when we 
turn up the target rates, or the loan prices, we send the wrong sig- 
nals. And we saw production go up, and our predecessors then 
went through the painful process of turning target prices down and 
loan rates down to clear those surpluses off the market, and we 
have gone through this wave process. I set in Dr. Ray’s class in the 
early 1980s we were suffering intensely through that process of try- 
ing to rebalance supply and demand out there. Where we are now, 
the direct payment program since 1996 that is still a government 
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investment that makes a tremendous effect on what producers de- 
cide and how they decide to do it, and even though since 1985 we 
have had CRP, a dramatic reduction in supply. Even though for the 
last couple years when we have driven so many dollars towards 
ethanol and biodiesel which has soaked up a lot of demand, aren’t 
we still basically talking about how to account for the government’s 
distorting effect when we help out there? 

Dr. Ray. I would argue that if you look at the times in which we 
have had the most distortions, Mr. Lucas, they have been gen- 
erated not by government programs but other events, some of them 
political. For example, in 1970s we had a tremendous run-up in 
prices and that wasn’t because of policy early on. Now, we may 
have validated it with loan rates later on, but it was due to deci- 
sions that were made in Russia and circumstances that were out- 
side of the U.S. borders. Now, and similarly this last run-up al- 
though it was accelerated by the increase in the demand for eth- 
anol and increase prices tremendously. 

Mr. Lucas. And the reduction and supply effected by material 
from the CRP decisions of 1985. 

Dr. Ray. But then what about the low prices that we saw in 1999 
and 2000 and 2001. Apparently, CRP didn’t keep prices high 
enough at those times and we ended up with $18 billion in pay- 
ments, and in some states we had more payments then we had net 
farm income. So, my view is is that actually what we have experi- 
enced in the last few years with payment types of programs is we 
have seen more distortions occurring in agriculture, sometimes on 
the livestock side and sometimes on the crop side then we get if 
we change the loan rate by 250 or 100. We had prices that were 
too low early on. I say too low in the sense that they were pro- 
viding incentives for the livestock industry that didn’t make sense 
in the long run, and then we didn’t have a reserve of any kind that 
we could bring on when we had the ethanol spurt and demand. 
There will always be those kinds of random events and keeping us 
kind of in a fairly decent band rather than outside that I think 
makes good sense in terms of providing planning and for efficient 
allocation of resources in the long run. 

Mr. Lucas. Do the rest of you gentlemen agree with that? Does 
Uncle Sam have to stay engaged to that level? 

Dr. Doering. If your critical comment is to that level, I see it. 

Mr. Lucas. It is just that it seems like when we set a bottom, 
we automatically wind up setting a top intentionally, or uninten- 
tionally, when we have grain in reserve for a tough day that be- 
comes something overhanging the market. 

Dr. Doering. Correct, with equal complaints from farmers at 
both ends of that spectrum. But, in terms of involvement in agri- 
culture, I guess my value judgment is that one of the key reasons 
for government to be involved is variability today, not necessarily 
the income level and a lot of that relates to weather. A lot of it re- 
lates to the concerns that have been voiced by Dr. Babcock about 
crop insurance. I think we cannot talk about loan rates, target 
prices, direct payments without putting them within the same dis- 
cussion you have with crop insurance and disaster programs. They 
are all going to work, and what you don’t want is for them to either 
accelerate the bad ends of each other or work against each other. 
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I think crop insurance questions are probably some of the most im- 
portant ones in front of you today. 

Mr. Lucas. Clearly, the Chairman and I, while we are both great 
fiscal conservatives and very close allies in an effort to pass a farm 
bill, don’t necessarily agree in every detail about how to deliver 
those resources and to accomplish that. I just worry in my observa- 
tions that there is a tendency when the government takes a par- 
ticular action, whether it is creating and directing and deciding a 
target price or a loan rate, that there is a tendency for those good 
country economists out there to pursue those decisions in a way to 
try and maximize the return under the particular program. I have 
been a connoisseur of the direct loan program because I felt like 
it put the most onus on the individual producers’ decision making 
process. Now, I know you can’t grow every crop everywhere in 
America, but giving the most possible flexibility to the producers to 
make their decisions to determine where they should go seems im- 
portant to me. I would also say that in the environment that the 
Chairman and I work in when we craft this next farm bill, not only 
will we have less money and it doesn’t matter who the next Speak- 
er is, we will have less money to work with. Trying to convince our 
colleagues in Congress in the United States House that there is 
this great benefit that their constituents receive from having a Fed- 
eral farm bill is going to be even tougher than it has been in the 
past. I appreciate the economic points all of you make, but we have 
to convince the people we serve with that there is merit in having 
a farm bill and whatever mechanism we use to deliver those com- 
mitments. I just know it is going to be a tough grind the next time 
and there are some different points of view, and by the way, I did 
enjoy Dr. Ray’s class and I did learn a lot. He might not believe 
that to this day but I did learn a lot. 

With that, Mr. Chairman, I yield back my time. 

The Chairman. I thank the gentleman and we may be in more 
agreement than you realize, but we will see what happens. 

The gentlelady from South Dakota. 

Ms. Herseth Sandlin. Thank you, Mr. Chairman, and I in 
many respects agree. Dr. Doering, with the idea that crop insur- 
ance questions are among the most important. Chairman Peterson, 
in some of the field hearings that we have already had and some 
of the conversations that he has had with Members of the Com- 
mittee, with other groups out there interested in the next farm bill, 
we recognize that crop insurance issues are of the utmost impor- 
tance. Where I am from in South Dakota, it is the most important 
part of the safety net for a lot of producers right now, and there 
are some creative ideas that are being put on t^he table to look at 
what reforms may be necessary, how to make it work most effec- 
tively for most producers, and to give the taxpayers the best return 
on the investment of those dollars in that program. 

Dr. Brown, I would just like to spend a little bit of time on the 
dairy industry. There is a lot of dairy in eastern South Dakota, it 
is a very challenging time for them. Where does the 2009 dairy 
margin rank compared to past historic bad years? Do you have that 
information? 

Dr. Brown. I think it is safe to say that the margin itself is prob- 
ably the worst we have ever seen. You potentially can go back to 
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the early 1990s, 1990-1991, when we had a pretty tough time, but 
the combination of not record low milk prices but very low milk 
prices coupled with record high feed prices probably puts this one 
pretty much at the top of the list. 

Ms. Herseth Sandlin. Okay and so you think it was sort of the 
perfect storm of some variables that made it such a difficult year. 

Dr. Brown. Absolutely, we were in a situation where 2007-2008 
demand, domestically and internationally, couldn’t have been bet- 
ter. We were giving producers the signal to respond with more milk 
production at the same time feed costs were rising. That was kind 
of masked with the fact the revenue side was even increasing at 
a faster rate, and I would just remind us that 2009 was kind of 
the worst economic situation we have seen in decades in this coun- 
try and around the world. So we ramped them up with additional 
production that said the world could be ours in the coming years, 
and all of a sudden that moved away and just created the situation 
of very low milk prices, by the way, feed prices and other produc- 
tion costs not just feed, continued to be at historically high levels. 

Ms. Herseth Sandlin. Well, in Des Moines in a field hearing we 
had there recently, we sort of explored some ideas that had been 
put on the table. Some that have started getting some evaluation 
during the last farm bill, and, in your opinion, how does the pro- 
ducer protect against some of those risks or all of the variables? 
From our existing programs or aspects of them, what do you think 
we should retain based on some of what we have seen over the last 
year and a half? 

Dr. Brown. Well, we can take some of the programs and look at 
them. The Dairy Product Price Support Program, although it was 
very effective in reducing volatility in the 1980s, has really gotten 
low enough that it isn’t providing really producers much protection. 
That safety net is pretty much on the concrete floor as many pro- 
ducers will attest to in 2009. I know it is likely not possible to talk 
about increases in that support level, but it is certainly a program 
that in its current features and levels, it isn’t providing much of 
a safety net. The MILC Program, there you have the issue of the 
production cap, 2.985 million pounds. A lot of folks, larger pro- 
ducers don’t feel like that offers much protection when they 
produce well above that level. 

But if I set that aside for a minute, the fact that we are paying 
45 percent of the difference between the Boston Class I and trigger 
price, I guess I kind of come back to the fact that you have a couple 
of options here, and one is when you think about providing support 
to producers. Do you want some type of hard floor at some point 
so instead of this 45 percent where roughly every dollar declined, 
producers only get back 450 on the dollar? I mean, no one producer 
would really want MILC payments. They would rather market 
prices above that level, so are you willing to reduce the target to 
give them a harder floor at some point in time as a way to protect 
against the really tough economic times like 2009. You can look at 
some of the insurance proposals that are out there that tend to be 
looking at operating in that way that would be different from cur- 
rent MILC operation. In terms of what can dairy producers do, 
there certainly are a number of producers that are trying to use fu- 
tures markets to lay off risk. Some of them have done it very sue- 
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cessfully, some of them have not. I think we have all begun to real- 
ize that it is going to require you to lock in both feed cost and milk 
prices if you are going to try to lay that risk off in these other mar- 
kets. 

Ms. Herseth Sandlin. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentlelady. 

The gentleman from Idaho, Mr. Minnick. 

Mr. Minnick. If we take as a given that in this era of $1.6 tril- 
lion budget deficits that even at full employment may still be in the 
order of if I said billion, I meant trillion dollars a year. If a con- 
sequence of that is that we must reduce by some significant mag- 
nitude the cost to farm programs in the next farm bill. I want to 
explore with the panel the concept that has come out of the distress 
that my colleague from South Dakota just talked about in the dairy 
industry, of essentially income insurance that presumably would 
come with a government participation in the cost of a subsistence 
level of income, the producer at perhaps 100 percent, perhaps with 
some declining participation participating in the premium cost of 
income above subsistence. If one were to adopt that not just in the- 
ory, but adopt it for farm production generally as the conceptual 
framework around which we would try to protect income without 
inducing excess production for farm programs generally. The ques- 
tion I would like to ask is purely theoretical and hypothetical at 
this point, but if we were to go that route, are there any crops that 
this approach would be ill-suited to, conceptually? Are there any 
particular crops that we should exclude from this kind of income 
program and if so, why? 

Dr. Ray. Can I comment in general? 

Mr. Minnick. Certainly. 

Dr. Ray. I think that maybe what we are assuming with that 
kind of a program is that there is kind of a bell-shape curve around 
an acceptable price, and that over time the prices themselves are 
okay. So, we are just going to insure against the low prices and we 
will have those farmers participate in that, and it is easy for us to 
think about farm policy in general like that. The hard problem is 
that if instead of, and we talk about developing policies that don’t 
interfere with the supply, in other words don’t increase supply and 
so on. Actually, most of the supply increase is coming from yields 
and productivity increases, some of which we support as govern- 
ment did to increase. Most of the increase that we see in supply 
comes from developmental policies, I would say and that oftentimes 
is what causes prices to go down. Costs can go down too on a per 
unit basis, but there is a lot of intervention that comes in from that 
direction. So suppose that we do have excess capacity because our 
yields do go to 300 bushels per acre for corn and corresponding 
yields for the others, why then I think that we would see prices 
with unit demand being pushed down sufficiently that that kind of 
a program wouldn’t protect farmers as much as it might seem. 

Mr. Minnick. Well, why wouldn’t it if they were guaranteeing a 
level of income that based on assumptions, with respect to produc- 
tion costs and prices, but you are guaranteeing the income, you are 
not guaranteeing either the subsidies based either on the price of 
your final output, nor on actual production costs? 
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Dr. Ray. If you develop that guarantee of income when prices on 
the yields were in good shape and you kept it that way, and didn’t 
allow it to be adjusted because prices went down, that would work, 
or even if you just kept the price fixed then you would continue to 
have that standard. But if you allow the standard to be a function 
of prices, as prices go down so does the standard, and, therefore, 
the standard could actually not even cover variable costs after 
awhile. 

Mr. Minnick. But you could adjust those. You could adjust your 
assumptions every year in order to have a reasonable start point. 

Dr. Ray. If I use a running average of prices but you kept them 
at the price level that you started with and just froze them there, 
that would work. 

Mr. Minnick. Do any of the other three of you have an observa- 
tion with respect to this in conceptual form, and an opinion as to 
whether it would be superior or inferior to existing crop support 
loan payment kinds of incentives? 

Dr. Doering. Superior or inferior partially depends upon your 
value judgments as to what is good and what isn’t. The last work 
I did on this was some years ago, and what we basically decided 
at that time was that this was certainly something that you could 
extend easily to all the then-program crops. We also did some work 
in terms of expanding a guaranteed income program to some major 
vegetable and fruit crops, and there it seemed to work as well. I 
certainly will not say that there aren’t some crops out there for 
which it is not suitable. 

Mr. Minnick. How about sugar? 

Dr. Doering. We didn’t consider sugar on this one, all right, and 
there the question is at what relative income do you want to main- 
tain sugar producers, just plan and simple. How much do you want 
to keep them above the world sugar price in terms of the income 
they get from the beet crop. So, sugar might very well be one if you 
want to maintain domestic beet production at current levels that 
that would be one that this would be a difficult one to deal with. 

Mr. Minnick. My time has expired, but thank you very much for 
your thoughts. 

The Chairman. Thank you very much, Mr. Minnick, and I want 
to thank the panel. 

I would just like to recognize Mr. Lucas for any closing comment. 
He might have one more question, but before I do, I want to men- 
tion that on the revenue program one of the things that I heard 
in my area is that the bankers wouldn’t let them sign up because 
there was not a guaranteed kind of a thing, so they wanted to hang 
onto the loan because they knew what it was. It seems to me we 
could craft a revenue thing so that it had some kind of a guarantee 
with it. I would ask you to help us try to figure out how to do that. 
I think we need to go to county average, but if you could help us 
work with this revenue and give us some ideas about how to make 
this program more workable, and maybe have some kind of transi- 
tion with this, we would appreciate it. 

Mr. Lucas. 

Mr. Lucas. Thank you, Mr. Chairman, for holding this hearing. 
It was a fascinating two panels and no doubt we will be drawing 
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on this kind of wisdom on many, many more occasions before we 
actually put that bill together. 

Thank you, Mr. Chairman. 

The Chairman. I thank the gentleman, and I thank the panel of 
witnesses. We appreciate your patience in hanging with us, and we 
look forward to working with you as we look at ideas and try to 
figure out how to harmonize these programs and make sure they 
work the best for the taxpayers and for farmers as we go forward, 
so thank you very much. The panel is excused and with that, under 
the rules of the Committee, the record of today’s hearing will re- 
main open for 10 days to receive additional material, supple- 
mentary written responses from witnesses to any question posed by 
a Member. This hearing of the Committee on Agriculture is ad- 
journed. 

[Whereupon, at 1:45 p.m., the Committee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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Introduction 

Since ihc ItiM I'ann Nil I Ihc Food. Consen alien and Fnergy Act of 2008) was enacted in May 2008, 

(he U.S. dairy induMry lias experienced major upliea\ul. The U.S. Hll-inilk price in May 20O8 \va.s 
SI8.30/hundrcd>veighi: a year later it was SI 1.60. Given high feed costs, this price was below the cash 
costs of producing milk for most, if not ail. dairies in the United Slates. Mttreover, the 37 percent falb 
olTin the milk price wa.s indicative ul'lhe enorinou.s increase in price volatility itbserved over (he lost 
1 5 years, putting milk prices and dairy’ profitability on a morc-or'lc.ss coasianl rttller coaster ride that 
nearly oJI dairy maritet participants would like In see end. 

Discussions about the dairy' title of the next lann bill have already begun in Washiiigli>n. IX', with this 
backdrop of intettsified concent among producers about the level ;md volatility of milk prices. Ako 
relcvuni to these discussions are anticipated federal spending constraints in the face of record budget 
deficits and the growing global pre.scnce uf dairy companies located in the U.S. In addition to propos* 
ing altcraihms in existing federul doiry programs tineluding federal milk marketing orders, which aa* 
not usually part of farm bill discu.ssions). dairy groups are looking ul brand new federal programs and 
private initiatives to slahili/e milk prices and provide a more elVcclivc price Moor. 

This reptirt is intended to help son through the myriad of dairy policy altcmaiives that will likely be 
considered a.s the next farm hill process cvolve.s. We provide a description uf existing and poteniiul 
pmgrums and ptdicies that ailcmpt to slabili/e or support milk prices and ideniily issues relating to 
their current and fuliue deployment. 

In brief: 

Dairy prive supports have htvn u fixture of federal dairy policy for more than 60 years. The ability of 
price support.^ to maintain an eiTcctive price floor diminished as the suppnn pnee was lowered and us 
dairy product inamifaciurvrs became increasingly relucinni to sell product to the government. In some 
coses, price supports hove impeded LKS. dairy exports, distorted domestic markets, and constrained 
dairy product innovation. 

The federal Milk /natttte Loss Contract (MILC) program is relatively new. and provides income sup- 
port rather than price support. MILC has supported dairy fanners* incomes, hut sixe-based limits on 
payments have generated strong opposition from regions with prcdiimmuntly larger herds. 

I 'oluniary supply nianafiefnent, which nflers a carrot to producers willing to cut milk production in 
limes of surplius. has been u.scd only sparingly as a pun of federal dairy policy. The Cooperatives 
Working Together (CWT) herd retirement program is a new approach that is privately funded through 
voluntary producer assessments. CWT has achieved success, but because a.ssessmcn(s are not manda- 
tory, there are issues related to free riders and the .adequacy of funding. 

Mondator}’ supply control u.ses u slick instead of a Cjirrol to manage milk supplies, assc.ssing iKnulties 
on producers who exceed assigned production quotas or bases. Mandatory supply control is attractive 
from a budgetary perspective because the milk price can be enhanced without payments to dairy farm- 
ers. Dm quotas and bases inevitably take on value that raises production costs for new entrains or 
fanners expanding their dairy herds and they can prevent enicierii structural change mid regional slnlLs 
in milk production. 

Federal and state milk marketing orders have regulated minimum milk prices since Ihc I d3()s. Mar- 
keting orders ara complex inslniments that can signiHcantly atfeci milk allocation and milk production 
decisions, Orders use ctassiiied pricing and pttoling to achieve their .stated purpose of promoting or- 
derly marketing. Pricing i.ssues relate to the appropriate number of classes and how to set minimuni 
milk prices for manuftioiuring milk and price din'crcntials for milk used for Iluid producus. Pooling tv- 
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sticrs include which dairy planls should be allowed in pool and how In promote equilahic and dll- 
cicni inter-order movement ot'milk. 

Finally, V.S, dairy' trade pvticy docs not dirceily aflecl milk prices in the same way as marketing 
orders or the MILC program, but tnide policy does intiuenoe the competitive environment for U.S. 
e^poriK and imports of dairy products. Ureaier exposure to world markets ha.s brought an added 
element of milk price instability to U.S. dairy markets. At the same lime, foreign demand for dairy 
products is expanding moa’ rapidly than U.S. demand. oDering an opportunity Ibr ueeeleralcd 
gixnvih in U.S, milk preniuction. 


ITiis report was authored by members of the KAPRI-UW Dairy Policy Analysis Alliance. It serves 
as a companion to a related Alliance report titled. Dair\‘ Policy Briefs, which c^msists of one-page 
summaries of the material covered here. 

The Alliance is a cooperative dairy policy rc.search and outreach program between the Food and 
Agricuhuml Policy Research Institute at the University of Missouri and (he Deparlmeni of Agri- 
cultural and Applied Economics at the linivcrsiiy of Wisconsin-Madi.son. 

Alliance drtcuments and iMher resimrces can he accessed and dow nloaded at cither of the folhm ing 
websites; 


FAPRI site; |hwp://www. lapri.missouri.edu/) 

University of Wisconsin Understanding Dairy Markets site: (htlp://w'ww.uue.wise.edu/fulure/). 

If you would like additional information, plea.se contact FAPRI or UW-Madison Alliance alTilinlcs 
at the following phone numbers or email addre.sses: 

Scott BTt>wn (57.^)X82-386I brtm'n.se(7<.mi.s.si>uri.cdu 
(WW)262-y483 pjcroppfawise.edu 
bwgouldfu wise.edu 
(608 1262-6.348 evicsfic<<r^v ise.edu 


Bob Cropp 
Brian W. Gould (608)263-3212 
Bd Jc.sse 
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Dairy Price Supports 

Prici: supports for milk and dair> priniuclK used m 
the United Slates represent a inarkci intervention 
program. Tlie government offers to purcha.se non- 
perishable dair>’ products (cheese, huilcrand nonfat 
dry milk) from manufaciurers at spccined (interseU' 
tion) pricot. The program is dormant when market 
prices urc uhove intervention prices. It is activated 
when the supply ofproducls exceeds demand at the 
intervention prices, preventing market prices Irom 
dropping to levels that would olherw isc be necessaiy 
to clear the excess supply. 

Dairy pnee suppon.s have been amended over time, 
mainly to alter the way that the support price for 
milk is determined and how coiresponding product 
price.s arc set aiiii changed. A major change imple- 
mented \viTh pas.sage of the 2008 Fann Bill elimi- 
nated referenee to supporting a milk price. Now', 
purchase prices tor cheese, butler and nonfat dry 
milk urc specified, but there is no longer a minimum 
milk price target. 

Public policy issues and concerns relating to dairy 
price .suppoiis include: 

• Effeclivenes.s in establishing a realistic price floor 

• Distortion In allocation of milk and relative product 
prices 

• Impact on U.S. dairy trade 
Historical Review 

Price supports for milk and dairy products have been 
used coiuinuously in the United Slates since passage 
of the Agricultural Act of 1949. That Act required the 
Secretary of Agriculture to supp^'n the price received 
by dairy fanners for innnuiaciuring use milk at be- 
tween 75 percent and 90 percent of parity. The Scerc- 
lary detemiined the specific parity level within this 
range by forecasting the adequacy of future milk pixw 
duction in fuiniling market needs. Parity atiempte<i 
to keep the -snmc relationship between milk prices 
and fann cost.s as existed in the period 1910-14. The 
parity fonmilu used the Index of Prices Paid hy farm- 
ers to adjust the purity price for milk. 

Using assumed yields imd manufacturing costs, the 
support price for inaiiufacluring use milk wa.s trans- 
lated into prices per pound for three ‘'hard'' (i.e.. non- 
pcnshahle) luaiiufactured dairy products — cheddiu’ 
cheese, butler and nonfat dry milk— imd USDA's 


Commodity C redit Corptiraiion (C'CC) stood ready 
to purcha.se unlimited quantities of these dairy prod- 
ucts at the unnounced prices. Reasonably eillcient 
plants making and selling cheese, butler and nonfat 
dry milk at the purcha.se prices would, in theory, 
have enough money to pay farmen the announced 
support price for milk. And competition among 
plants would force (hose planks manufacturing other 
dairy products to also pay the support price or risk 
losing their milk supply. 

As long a.s milk supply and demand w'ere in balance 
.iiid market prices stayed above CCC purchase 
prices, the .support program was inactive. Bin during 
periods of surplus milk production, milk in excess of 
fluid and fresh product needs would increasingly be 
diverted to plants making mmpcri.shable pmducts. 
l^ui^cr supplies of chce.se. butter and nonhtl dry milk 
would lower (heir market prices, triggering govern- 
ment sales if and when market prices fell below CCC 
purefiase prices. 

The 1949 Agricultural Act has been amended many 
times, most commonly through omnibus fann bills. 

A critical amendment (hat proved very disruptive and 
costly was in the 1973 Agricultural and Consumer 
Proieciion Act. which raised the minimum support 
level from 75 percent to 80 percent o I parity. The 
subsequent farm bill (the I'oitd and Agriculture Act 
of 1977) continued the minimum support level of 80 
percent of parity through .\pril 1. 1 9X1 and required 
that (he support price be adjusted semi-annually 
(October I and April 1 ) to reflect changes in the 
parity formula. 

High ralc.sofinnalion during the 1970s— plus the 
fact tJtut the parity formula ignored changes in pro- 
ductivity at the form— resulted in the suppivrl price 
increasing from S4.2K per hundredweight on Ocutber 
1, 1970, to SI3.I0 per hundredweight on October 
l.]9K0(see rtgitre)'. Dairy famierK responded to 
rapidly -increasing support prices hy increasing milk 
production far beyond annmereial use. Surplu.s dairy 
priHlucls purchased by the CCC under the support 
program appntachcd (he equivalcm of 10 percent of 
all farm milk marketed and us:KK’ialcd guvcmmeni 
costs reached S2.7 billion in 1 9S3 (sec figures on 
following page.) 
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Thib uj)prcccJtfntc<l surplus situation a'sulled in 
mujur changes in the support pnigmni. The Agricul- 
ture and Pood Ad of 19{$l removed the miltc support 
price Hroin parity, instead lying il to the level ofCCC 
purchases and ussivciaied net govcminent costs of the 
pmgram. l.nder this and suhsequeni iimendmcnis. 
the support price was gradually ratcheted down to 
Sy.yil per hundredweight. 

The Food. Agriculture. Conversation and Trade Act 
of 1990 required termination of the program on De- 
cember 31, Subsequent legislation e.vtciided the 
program until May 20<)2, when the l-arm Sceurily 
and Rural lnve.stmenl Act ol'2(K)2 reinstated the 
price program through 2007 at ihe .S9.91) per hun- 
dredweight support level then in eflect. 

The Current Price Support Prugrtim 

The 2008 Food, Conservaiitm and Fnergy Ad made 
another major change in the federal dairy price sup- 
port program. What was the Milk Price Support Pro- 
gniin was renamed the Dairy Product Price Support 
Pntgram. USDA still commits to purchasing cheddar 
cheese, butter and nonihl dry milk, but the CCC pur- 
chase prices for these pmducls ore no longer linked 


to a specified support price per hundredweight of 
munufaciuring milk. 

nte CC C purchase prices specified in currem legislu- 
tioti arc: buUer~S1.05 per pound; block cheddar 
ehecsc-S 1.13 per pound; barrel cheddar cheese- 
$ 1 . 1 0 per p<uind; and nonfat dry milk-SO.KO per 
pound. These prices arc the same us what were 
linked to the S9.90 milk support price in previous 
legislation. When ihe ciirrent purcha.se prices are 
inserted into federal milk marketing order formulas 
used for calculating ininintum prices for milk used 
Ibr cheese (Class 111) and butter and mmfut dry milk 
(Cla.ss IV), lliey yield milk prices of S9.50 and S9.33 
per hundredweight, respectively.* 

Under current law, purchuse prices may be reduced If 
CCC net removals of product exceed .specified Icvcfs 
(or 12 consecutive months.* These trigger inventory 
levels are large compared lit recent net removals and 
arc not c.xpecied to alter purcha.se prices during the 
life of the 2f)08 Act (expiivs December 2012). 

Commodities purchased by CCC can be rc-.sold at 
market prices prevailing at the time of sale as long os 
market prices arc at least 1 10 percent of the purchase 
price at the lime Ihe coinniodiiy was acquired. Sales 
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buck into commercial markcb arc called unrcbincicU 
.sales. 

Besides making unresirieted sales when market 
price.s warrant, the CXX* makes surplus dair> prod- 
ucts available Tor use in se\ i.*rai dmncstic and foreign 
food programs. Most of these special pnigrams tmly 
provide dairy products on an '*asavailuble*' basis: 
that is, donations arc made only if there arc sltKks 
available to diTnale. The CCC has alsi> held Hrc sales 
of nimfat dry milk for cattle feed and for manufactur- 
ing milk protein concentrate when stocks were espe- 
cially burdensome. 

While the change from supporting a milk price to 
supporting pricc.^ lor dairy prtxJuc(.s may .seem sub- 
tle. it could hnvc significant implications tor U.S. 
confonmince with World Trade Organisation ( WTO| 
rules, tven though there were few CC'C purchases of 
surplus dairy products between 2(HM and 2007, the 
WTO still scores the dairy support program as a 
major trade-disiorting domestic .subsidy to dairy 
farmers. The WTO calculates domestic farm subsi- 
dies for a country by using a value culled the Aggre- 
gate Measure of Support (.‘\MS). Computing AMS 
Ibr marketing inters eniion prugram.s involves com- 
paring supported prices with world market prices. 
Under the current WTO agreement <lhe 1^94 
Uruguay Round), the contribution of the dairy price 
support program to AMS is measured as the dilTcr- 
cncc between the S9.90 per hundredweight support 
price and a world price orS7.25 per hundredweight 
(average price for 1 986-8ft) multiplied by total U.S. 
milk production. For 20(lK. the dairy AMS calcula- 
tion yields SS billion ($2.65 per hundredweight X 1 .9 
billion hundredweight of milk). The AMS upper limit 
for all of U.S. agriculture is SIM.] billion annually, 
which means that the dairy price support pix>grum 
alone cunirihuted more than 25 percent to thi.s limit. 

Supporting product prices instead of milk prices is an 
attempt to reduce dairy’s contribution to the W'TO 
calculation of AMS for the United States. Using 
1 98(>-88 world market prices for Cheddar cheese, 
butter iind nontai dry milk, we estimate that the cur- 
rent support program would contribute only about $3 
billion to AMS. More recent base year prices that 
w ould be u.scd in any new W TO agreement would 
gcrteralc much smaller AMS conlrihuliiKis. 

Another major dilTercnce between supporting a .spc- 
cillc milk price and suppi.>rling dairy product prices 
has to do with alignment of CCC purchase prices Ibr 


butler and nonfat dry milk, Under current law. the 
Secretary can reduce the purchase prices for cheese, 
butler or nonfat dry milk if accumulated purchases of 
any of these products exceed trigger levels. Tlie Sec- 
retary is not obligated to consider the impact on milk 
prices or to maintain relative price relationships. 

This authority replaces language in farm bills dating 
to 1 9M0 that instructed tlte Secretary lu use buitcr- 
pt>wdcr “lilLs”— altering the relaliNc CCC purchase 
prices for butler and nonfat dry milk — to minimi/c 
the public cost of the support pmgram. Under previ- 
ous versions of the dairy price support program, 
butter and n<)n{at dry milk were considered joint 
products and the combined net revenue from sales 
of butter and nonfat dry milk made from a hundred- 
weight itf milk wa.v intended to yield the milk .sup- 
port price. So the purchase price of tvne product (e.gn, 
butter) could only be lowered if the purchase price of 
the other poxiuct (nonfui dry' milk) were increased 
enough to offset tlte reduced revenue 

In the early l9M()s, butter w as in surplus relalKc to 
nonfat dry milk. Pour tilts were made between April 
1990 and July 1993, w hen the support price was 
constant at SI 0.10 per hundredweight. 1*hc butter 
purchase price w a.s decreased Irom S 1 .0925 to SU.6S 
per pound and the nonfat dry milk price w os corrc- 
spomllngly increased from $0,79 to SI .034 per 
pound in order to maintain the SIO.IO per hundred- 
weight value for milk used to make butter and lumfm 
dry milk- 

Ueginning in 20IK>. nonfat dry milk was in surplus 
rclaiit c to butter and the .Secretary implemented two 
lilts, reducing the support price for nonfat dry milk 
trom S 1 .032 to $0.80 per pound and correspondingiy 
increasing the support price for huiier frt>m $9.6549 
to $ 1 .05 per pound in order to maintain the S9.90 per 
hundredweight support price then in en'ect. 

The lowering of the nonfat dry milk price was v cry 
contentious because of its elTecl on the minimum 
price of milk used to moke fluid dairy products.^ 
Under the Dairy' Product Price Support Prttgram. 

CCC purchase prices for cheese, butler and nonfat 
dry milk arc no longer tied to a milk supjwn price, 

$0 ifbulter were in surplus relative to nonfat dry 
milk- for example, the CCC purchase price for butter 
may be lowered without increasing the purchase 
price for nonfat dry' milk. 1*hc coniroNersial issue of 
butter-powder lilts no longer exists. 
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Dairy Price Support Issues 

Fiooririjf milk prices. Dairy price supports ha\'e not 
always been successful in keeping dairy product 
prices above CCC purchase prices or in flooring 
fann milk prices when that was a direct program ob- 
jective. For example, during the 48-monlh period 
Januar)' 2000 to IX'ccmber 2003, the Class III price 
was below the support price in 1 7 months, with the 
gap as laige as $1.23 per hundredweight. During Jan- 
uary 2009, the CME block Cheddar cheese price av- 
eraged $ 1 .07 per pound and reached as low as S 1 .04. 
These prices were well below the CCC block Ched- 
dar cheese price of S 1 . 1 3 per pound. 

Because of product, packaging, payment and other 
specifications that do not meet industry standards, 
it costs more to sell products to the government than 
to commercial buyers. This is a particular problem 
for cheese and butter; less so for nonfat dry milk. 

So market prices for the products that are purchased 
under the Dairy Products Price Support Program 
need to be less than inter\'ention prices in order t 
o offset the difference in costs and trigger CCC 
purchases. 

There are several ways of correcting this problem. A 
direct way is to simply raise the intervention prices 
enough to offset the higher costs of selling product to 
the CCC. This would require monitoring of cost dif- 
ferences and making periodic changes in CCC pur- 
chase prices, adding administrative burden to the 
DPPSP. Moreover, higher selling costs are not likely 
the only reason market prices fall below CCC pur- 
chase prices, so raising purchase prices would not 
guarantee the problem would be corrected. 

Another option, at least in areas regulated by federal 
milk marketing orders, is to “snub** the butter, 
cheese, and nonfat dry milk prices used in federal 
order Class III and Class IV pricing formulas at the 
CCC purchase prices. In other words, if in any month 
a NASS product price used in the formulas were less 
than CCC prices, the formula would use the higher 
CCC price. This option was used in the California 
milk pricing system for about a two-year period be- 
ginning April 1 . 2003. California 4a (butter-powder) 
and 4b (cheese) pricing formulas used the higher of 
market prices or CCC purchase prices for butter, 
nonfat dry milk, and cheese.^ 

Snubbing formula product prices would be a very ef- 
fective way to prevent market prices less than sup- 


port from negatively affecting federal order mini- 
mum Class III and Class IV prices. However, snub- 
bing would not prevent market prices for cheese and 
other CCC products from falling below CCC pur- 
chase prices by at least the dilTerence in selling costs 
between commercial and CCC sales. Consequently, 
manufacturers would object strongly to this option. 
They would legitimately argue that their margins 
were being squeezed whenever CME prices were 
less than CCC prices. Snubbing would place a partic- 
ular hardship on smaller plants that arc not in a posi- 
tion to sell to the CCC. 

A third way to solidify DPPSP price floors is to have 
the CCC participate as a trader on the CME or con- 
tract with CME brokers to place an irrevocable bid 
(otTer to purchase) for block cheese, butter and non- 
fat dr>' milk on the CME at announced CCC pur- 
chase prices. CCC product, delivery, and payment 
specifications would need to be modified to more 
closely match those of the CME. To the extent that is 
impractical or impossible under USDA rules, then 
the CCC would have to equalize net sales prices be- 
tween CCC and CME sales, probably through premi- 
ums that offset these costs. Any offers to sell at the 
standing bid would be accepted by the CCC. Under 
CME trading rules, there can be no sales or offers to 
sell at a price below the standing bid. Hence, this op- 
tion would place an absolute floor on CME prices at 
the CCC purchase prices. 

While this option would effectively floor CME 
prices, it may not floor the NASS survey prices used 
in Class III and Class IV pricing formulas. For exam- 
ple, the relationship between CME and NASS cheese 
prices has been very tight because most cheese is 
sold through pricing formulas tied to CME prices. 

But there is a possibility that these sales contracts 
could be altered if the CCC w ere a buyer on the 
CME. Buyers might use larger discounts or smaller 
premiums when CME prices reached floors that re- 
sulted in. In that event, NASS commodity prices 
could end up lower than CCC prices. 

Market price distortions. Dairy price supports have 
afleclcd milk utilization by setting a price floor for 
some commixlities but not for others. Perhaps the 
best example of this market distortion relates to non- 
fat dr>' milk. Nonfat dry milk is a source of dairy 
protein in many food applications. There is a large 
U.S. market for other dairy-based proteins, notably 
milk protein concentrate (MPC) and casein. Most of 
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ihe MPC und nearly all oflhec;iscin used m ihc U.S. 
comes from imports.^ Because nonfal dry milk Is pur- 
chased h> ihc CCC at a minimum price, il is olk*n 
mi»rc profiiaWe und less risky to produce nonfat dry 
milk than other forms of dairy pnneinv U.S. produc- 
tion of ^vholc milk powder (WMP) is similarly af- 
fecied by the DPPSP standing ready u> purchase 
unlimited quantities of nonfat dry milk. WMPis a 
major world dairy e\p<>ri product, hut little is pro- 
duced in the U.S. 

The narrow line of homogeneous dry' milk products 
stands in vivid contiusl to the broad spectrum of whey 
products nianiifaciured in the U.S. for domestic and 
export use. Whey protein has become essentially a 
“made to spec" product tailored to individualized 
uses. Whey is also converted to speeiali/ed lactose 
prxiducLs. Not coir>cidcntulty. whey is not purchtiseJ 
under Ihc DPPSP. 

While the evidence is less clear, Ihc DPPSP may al.so 
afleci the mix of cheeses produced in the U.S, Ched- 
dar cheese accounted for about a third of total U.S. 
cheese production in 2009. Obviously, cheddar cheese 
demand heavily iiillucnees how much i.s manufac- 
lured. But both absolute pnnluction and Ihc styles of 
Cheddar being pmduced may he mHuenced by the 
ability to sell cheese to the CCC*. 

U.S, tiuiry' expiirf effects. Prior U» 2006, world prices 
for cheese, butter und nonfat dry milk were often 
below' CCC purchase prices. This was primarily the 
result of limited world trade in dairy products and. for 
what trade Uicrc was. hu^c EU c.xpott subsidies that 
kept prices low. Consequently, selling to the CCC was 
usually a more lucrative market than exporting. 

During most of 2006-2008, world dairy market prices 
exceeded CCC purchase prices and the U.S. enjoyed 
a dairy export boom. Purchase prices arc currently 
low by historical standards and they cannot be in- 


creased under existing law-. Consequently, on average, 
exixm markets are expected to be more attractive to 
U.S munufoclurcrH than selling cheese, butler and 
noni'at dry milk to the CCC over the long term. 

But averages hide world market dow-nsides. With the 
dairy price support program in elVcct, mnnufaclurcrs 
shin their allegiunce from export sales to CCC sales 
when world market prices dip far enough below CCC 
prices. This lends to make the United States an unreli- 
able supplier to world markets. 


KndiuUrs 

' Milk price supp\ift levels noted here orv for milk of average 
huiicrrai cimicni (.1.67 pcrceriif 

*Thc* ('toss III pnee includes u saluc for dry whey, which ik 
mil purcha.'icd by tjic CCC. The Class Ml vuluc noted here as- 
siuncs a dry whev price of IV.1 1 cctiu pa pourut. which is 
equal to the whey make alkiwaiice in tiu; Cla.^ Ill |mce tur- 
miiln. for every penny per ptnind thiU the whey price evcced-v 
IM.I I cents, the suptnined CTusa Hi price would bv* higher by 
5.8 cam per hundrcd\vcigtii 

'N»ei removals under the 2unx Act are defined os CCC pur- 
uhti-ics plus Duiry rxport Incentive i*r(igruni tDriPincmoval.'i 
minus iinivstnctcd sales. 

* See paper on lederal milk murkeline orders. 

* .Murkei prices under the Calilbmia pricing sysieni ore dcltnod 
Bs'.t'MI butler. ('Ml- block cheddar cheese. (aliltimiu(jr«ulc 
A and Ixfra (itiulc ntmlal dry milk, and Western dry wbey. 
federal orders wse NASS prices for these four comnuHlhies. 

" I'.S. prodtwlion of MK' was rvponed by USIM for the first 
liirK 111 200*.!. and measured about V2 milinm pounds. Ml'C im- 
ptrrt.s in 300d were 1 14 million prHuuis. U.S. phxluccion of 
MI*C Is believed to have incrca.sed from near zero ten years 
Ago. while importcvl MPC has deelincd 4U percent from 24165- 
2(KI7 IcveU. 1/.S. casein produeiion w lurt reported by USDA. 
In 2(Hld. imponv of casein arui caseinates totaled 160 million 

pounds. 
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Milk Income Loss Contract (MILC) Program 


The Milk liKt*mc l.oss Contract (MII-CI program is 
Q large! price-denciency pa>'mcnl program that 
makes direct payments to dairy t'anners when milic 
prices fall below specified target levels. MIl.C was 
first auihori/cd in the Farm Security and Rural ln> 

^ c.slmcnl Ad of 2002 (the 2002 farm bill) and ex- 
tended through annual appropriations hilts and the 
Food, Conscrvalion, and Energy Act or2()08 (the 
2CH)S farm biliV Since it began thmugh 200d, the 
program has made payments of S3. 5 billion to U.S. 
dairy producers. Individual form payments are lim- 
ited by u cap On annual production eligible for pay- 
ment. Thi.s ha.s made the program unpopular tn 
regions with larger herds. The pn'gram has also been 
crilici/ed for extending die lengUt ofluw price peri- 
ods and causing laiger dairies to bear the brunt of 
supply adjustinenLs. 

Historical Review 

Mil C is the product of a political comprt>mtHC dur- 
ing passage of the 2fMl2 farm hill. Members of Con- 
gress fnmi the Nurthcasl attempted to reinstate the 
Northeast inlersiale Dairy Compact, which had e.x- 
pired in November 2tMtl. in the 2002 fami bill. This 
attempt was fought by legislators from the Midwest. 


The Senate version of the Dairy Title of the new Bill 
contained a reincarnated compact applicable only to 
the New England states and a different target price- 
dcllciency payment pn>gram applicable to the rest of 
the country . 

in the New England variant, the target price wu& the 
SI6.94 per hundredweight compact target. Ifthc 
Boston Clas.s I price in any month was less than the 
target price, then producers in the New England 
slates would receive 45 percent of the difference on 
their entire monthly milk deliveries regardless of 
how the milk was utili;red.' In Mouse-Senate confer- 
ence. the w isdom of having dispanite rcgtomil pm- 
grams was called into question, and what ultimately 
emerged was the New England plan applied nation- 
ally with production caps- -all milk marketed in the 
U.S. was eligible to receive the deficiency payment. 
The program wa.s made retroactive to December 
2001. Milk prices had fallen sharply in the bill of 
2001, yielding MIl.C payments during the first 
mtmth the program was in effect. 

fhe MILC program was aulhorlxcd with u unique 
method of limiting individual fann payments. Instead 
of using a dollar-denominated paymein limiiaiion as 


Tiitxl MILC Pxynivnnb) fincMl VvMr 
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in most ftimi pmgnims, ihe Mll.C prognim imposed 
a limil Oil milk marketings eligible for payment dur- 
ing any year. I’he cap was iniiiaily net at 2.4 
million pt)unds. the annual production from a herd of 
i(KI-i5(J cotvs. depending on milk yield per cow. 
Producers could sign up lu begin receiving payments 
any monUi during a liscal year((h:(obcr-Sepiemhcr) 
and receive payments Ifom that month until market- 
ings for which Mll.C pavmenti) had been received 
reached the cap or llte end oftlte Hscal year. Market- 
ings during any month in which there was not a 
MILC’ paymcni did not count agaiasi the cap. 

In the 2tM)2 farm bill, the MILC program wa.s tmly 
uulhori/ed through September 2005. Tlic program 
was extended in the fall of 2005 through the life of 
the bill. The extension renamed the program MILC- 
X and reduced the payment rate IVom 45 percent to 
34 pereem of Ihcdiirercncc between S 16.94 and die 
Boston Class I price. 

11tc MILC name and initial payment rate were rcin- 
slalcd in Utc 200K farm bill. Other signilicani 
changes t(» this program were ‘floating" the target 
price in accordance w ith changes in feed prices and 
raising the payment cap fmin 2.4 million pounds to 
2.9hS million pounds. 


•Since it began, the MILC program has made pay- 
mcm.s of about S3.5 billion. More than half of total 
payments were made in the first two year.s the prtv 
gram was in efiecl. No payments were made in 
FY2tKi8 and practically none in rY2tH)5. 

From the program’s inception. MILC payments per 
hundredweight increased steadily through an c.x- 
icnded period of low milk prices that finally ended in 
laic 2002. Payments were made every month of 
2(M>6. The longest period of no payments was 23 
months March 20t)7 through January' 2009. The 
largest monthly payment w as just over S2 per hun- 
drcdweighl in March 21KW, when the Bo.slon Class I 
price dipped to 9»I2.6K and relulivciy high feed prices 
elevated the target price to SI 7. 1 4 

The Current MILC Prognim 

riK ciuTciit MILC progntm consists of the ibilowing 
clemenLS. which apply to the period October 1. 200K 
through August 3 1. 20 1 2: 

• 't1ic target price is a minimum of S16.94 per lum- 
drcdwcighl. The target price is Increased if feed 
pricc.s exceed u base level as noted below. 

• Pie target price is compared to the monthly Boston 
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Class I price. Iflhc Boston Class I price is less 
than the target price, then ail producers are eligible 
to receive a deliciency payment of 45 percent of 
the diflercnce, 

• Producers can receive payment on no more than 
2.<^KS million pounds ofmilk maiiteled in any fiscal 
year (October-September). Producers can specify 
which month during rhe fiscal year they want to 
begin receiving MiLC payments, Once payments 
begin, marketings during any montli that payments 
are made count against the cap. The default month to 
begin receiving paymenu is October. Once enrolled 
in the MIl.C program a producer cannot withdraw 
from the program and then re>cnroll during the same 
fiscal year 

On September I, 2012 (unless altered by a new farm 
bill or other legislation ), the pay mem rate is reduces! 
from 45 percent to 34 percent and the production cap 
is reduced t'rom 2.985 million pounds to 2.4 million 
pounds. 

file feed price adjustmem to the target price is based 
on the cost ofa standard dairy ration, referred to dv 
the National Average Dairy feed Co.sl. Otis feed cost 
is the estimated cost per hundredweight of a Ib per- 
cent protein dairy consisting of 5 1 pounds ofeom. 8 
pounds ofsoybeans and 41 pounds of alfalfa hay.^ In 
any month the National Dairy Feed Cost is above a 
spccilled base of $7.35 per iiundrcdwcighu tiie target 
price is incrvaseif by a percentage equal to 45 percent 
of the percentage difference between the National 
Dairy Feed C'osI and $7.35. The base is increa.scd 
thtm 57.55 to S9.50 in September 2012. 

Prices for the feeds making up tlic National Dairy 
feed Cost arc the final U.S. average prices reported 
by USDA in AfirkuUural f'rk-vs. This results in a 
two>month delay in calculating MILC payments, 
since USD.A does not report final estimates for a 
month until die end of (he following month. 

An evampie may clarify calculation of the feed price 
adjuster. Suppose that tor a given month U5DA re- 
ported final estimates of U.S. average prices for com. 
soybeans, and hay orS4.00 per bushel for com. SIO 
per bu.Hhcl for .soybeans, and $1 50 per ton for haled 
alfalfa liay. Using the weights noted above and 
bushel V. eights of 56 pounds for com and 60 pounds 
for soybeans, these feed prices yield a National Dairy 
feed Cost of S8.04 per luindrcdwciglu: 


Com: 

(S4.no^hu divided by 56 lb) $U.t)7 1 Ih X 5 ! lb $3.62 
Soybeans: 

(SHUm/budividedhynOlh)' S0.I67 lhX8lh $1.34 
Altatta llav: 

(Sl5tMnndiMdedhy 2tMM))b) ■ $tM)75‘ lb X 41 lb • S3.08 
lotal value* $tf.04 

Based on the value of the National Dany Feed Cost, the 
adjusted MILC target price is calculated as follows 
(SS.W - $7.35>.’S7.35 * V.8% over base 
9.ftNi X 45^9 • 4.4% feed adjuster increase 
(SI6.U4 X I.U44) SI7.69tun:et price 

MILC Program Issues 
Dhtribiiiion of ProfjruHt Bene/ils 

The most coniruvcfsial Icaturc i>f Uic MILC 
program since its inception ha.s been Uie individual 
producer cap on annual milk production eligible for 
payment. Opposition to the cap has come from large 
producers, 'tome large enough to eKhau.si their 2.985 
million pound cap in less than a month, and. politi- 
cally. from regions like Uie West where large dairy 
herds dominate. 

Differences in average daily farm size and produciiv- 
ity across states do. indeed, affeci the regional distrl- 
hulion orbenents from the MILC program. The tobic 
below shows dairy herd size and milk yield ftir the 
twenty largc.si dairy slates. Average number of cows 
per herd in 2t>U7 ranged from 66 (Pennsylvania) to 
more than l.t)00(New Mevico and Arizona). The 
percent of dairy i'anns with herd.s larger than 200 
cows ranged from less Ulan 10 percent in many states 
to 70 percent in CaiiComia. The range in annual milk 
pitKluciion per cow wa.s from less Uian 17.000 
pounds ( Florida) to more than 2.3.000 pounds. 

Vhe lust coliunn of the table, labeled critical herd 
size, shows the maximum herd size in the twenty 
slates that would be eligible to receive full bencni.s if 
MILC payments were made every month. Occau.se of 
differences in per cow productivity, the critical herd 
size varies from fewer than 130 cows in Arizona and 
Wa-shingion to almost 1 80 cows in Florida. In gen- 
eral. there is a pivsitivc correlation between critical 
herd size and average herd si/e. meaning that states 
with the largest percentage of herds likely to exceed 
the eligibility cap would also exceed the cap with the 
fewest number of cuw-s. 
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Herd Size and Annual Milk Yield perCow.Top 211 Dair> States. 2007* 

Stare 

Herds 

Cotvs 

Mdk 
per C»*v 

4vs. 

t/erdSize 

% of Herds Criticai 

over 20tt COM'S HerdSize** 

Ad. 

ijm 

Lbs 'Year 

So. 

% 

Ad. 

laUfomia 

2.201) 

1.813 

22.440 

824.1 

70% 

133 

Wiscotism 

14,2(KI 

1.247 

19.310 

87.8 

8% 

155 

New York 

5,700 

627 

19.303 

110.0 

10% 

155 

Idaho 

810 

513 

22.513 

633.3 

42^13 

133 

Pennsylvania 

8..hK) 

550 

19.422 

66.3 

4% 

154 


5,U«I 

460 

18.817 

90.2 

7%. 

I50 

Texas 

I,3(m 

3«v 

IK.982 

299.2 

26% 

157 

Michigan 

2.700 

3.35 

22.7bl 

124.1 

14% 

131 

New Mexico 

270 

332 

21.958 

1.229.6 

54% 

136 

Washington 

820 

230 

23.239 

290.2 

3.3% 

128 

Ohio 

3.700 

375 

18.10*2 

74.3 

5% 

165 

Iowa 

2,4(11) 

213 

20.0X5 

88.8 

7% 

149 

Ari/Aina 

180 

181 

23,200 

1,005.6 

42% 

128 

Indiana 

2,0IKI 

166 

20.307 

83.0 

6541 

147 

Coiorado 

450 

118 

22.932 

262.2 

21% 

130 

Kansas 

7}U) 

no 

I9,XK2 

I4IJ) 

7% 

150 

Vermont 

1,20)1 

140 

lX.O?*) 

110.7 

14% 

165 

Oregon 

600 

115 

19.417 

I9I.7 

22% 

154 

Florida 

420 

125 

16.832 

297.6 

26% 

177 

Illinois 

i.2tm 

103 

18.012 

85.8 

8% 

160 

United States 

69,^f9S 

9,tf(9 

20.2fH 

fJH.3 

//% 

I4H 


*KanKnJ h> milk pruduviiun m 3009. St«ic herd numbcn and »i/r JistriMiun l&ki puhikluni by USDA for 3007 
^^Currcni MI1.C payment alt^ihilily cap (3.9t(5 million pounds) divided by milk yield per cow 
Source USDA-NASS 


llic impact of varying herd si^c on receipt of milk 
payments by state is shovvo in the follow ing table. 
Tlte second and third column show calendar year 
2(K>9 milk production and the }>crccniage of total 
U.S. production it reprusenu. The third and fourth 
columns show llscal year 2(MW MII.C payments for 
the state and share of total U.S, payments. Ihe last 
column, denoted discrepancy ratio, is the percent of 
MILC* paynicius for the state divided by the percent 
ofinilk production. The lower the discrepancy ratio, 
the smaller the share of bencni.s relative to what 
would Iwve been received if benefits had been dis- 
tributed in proportion to production. 


The MILC program clearly provides disproportionate 
benefits to stales and regions with smaller-sized 
herds. While this could he interpreted as discrimina- 
tory. payment limitations arc a llxiurc of govcntmeni 
agricultural pmgranu, some involving income means 
tests and some absolute dollar limits. What makes 
the MILC cap unu-sual is the more visible regional 
impact because milk production is .so broadly dis- 
persed compared to the more concentrated produc- 
tion of many crops subject to program payment 
limitations. 
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Milk Prnductinn vrnuis MILC Pavmenis. Top 20 Dairy States* 


Slate 

cy2mi9 .\m PertUm tUm 

Fr2009 .WL( Paymeiia 

OtHrepamy 

Hath** 

Mill it m Um 

%o/(LS. 

SMillivn 

% iff as. 


California 

39.512 

20.9% 

84.80 

10.3% 

0.5 

WUctmsin 

25J!39 

13 5% 

175.ni 

2I„3% 

L6 

New Vork 

12.424 

6.6^; 

73.16 

8.9% 

1.4 

Idaho 

12,150 

6.4% 

18.59 

2.3% 

0.4 

Pennsylvania 

10,551 

5.6% 

69.01 

S.4% 

1.5 

Minnesota 

9.0N 

4.H% 

66.27 

8.1% 

1.7 

Texas 

tl.S40 

4.7% 

20.82 

2.5% 

0.5 

Michigan 

7.9(,« 

4.2% 

.38.50 

4.7% 

I.T 

New Mexico 

7.904 

4.2% 

8,52 

1.0% 

01 

Washington 

.5.561 

2.9^k 

I5J4 

1.9% 

0.6 

Ohio 

5.(92 

17% 

30.09 

3.7% 

1.3 

Iowa 

4,379 

2.3% 

27.53 

3.3% 

1.4 

Arizona 

4.076 

1.1% 

4.75 

U.5% 

0.3 

Indiana 

3.383 

1.8% 

12.99 

1.6% 

0.9 

('olormU* 

2.840 

1.5% 

5.23 

0.6% 

0.4 

Kansa.s 

2.48K 

1.3% 

6„3I 

0.8% 

0.6 

Vermofil 

2.469 

1.3% 

17.72 

12% 

1.7 

Oregon 

2.24H 

1.2% 

8.50 

1.0% 

0.9 

Flondji 

2,077 

1.1% 

4.79 

0.6% 

0.5 

Illinois 

1.925 

l.Wi 

14.37 

1.7% 

1.7 

Unileti States 

tH9J20 

l0fK0% 

S22.37 

tfM.0% 

LO 


*Kunke«J b> 200M milk prixluciion 

**l^ercefi! oi'UMdl MILC fMyinciib JividctI by percctiiiif intdl tntlW prtNhictUiii 
Soitrec: l*SDA*NASS diul USUA-f-NA. 


To its credit the proditciioti eligibility cap is a very 
e!Vcclivc means ofatppiiig fami payments compared 
to dollar-denominatcd pay ment limitations. Informa- 
tion is readily availuhlc through dairy plant records 
to monitor milk deliveries and impose cap.s. Evading 
the payment limit is di niciilt if not impossible. 

'Hie question orwhciher the MILC pn>duciion cap is 
*'fair*' is partly tied to its role as establishing (he only 
real price floor for dairy fanners (even though MILC 
is technically an income support program: not a 


mcchanhsm to floor milk prices). Ihe dairy price sup- 
port program once served that purpose, but the sup- 
port price for milk was ratcheted down over lime to a 
level that ended up well below production costs for 
nearly all dairy formers, especially given today’s 
teed costs. And there is currently no milk price floor 
establisltcd under (he I>airy Product Pnee Support 
Program So an argument could he made that if 
MILC is the only mcchani.sm that will he used to es- 
tablish a floor price, then the fltxtr siunild be more 
level. 
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Supph lmp;icts 

While (he purpose of the MILC program is to pro- 
vide income protection to ddiry fanners, most dairv 
fanners likely view MILC i^ayinenis as an augmenta- 
tion of their milk price rather titan a decoupled ii>- 
coritc supplement. Accordingly. Ute MILC program 
has been criticized by some for lengthening (he pe- 
riod of supply adjustment to low milk prices by im- 
plicitly raising prices, thus impeding or preventing 
the "natural .selection process" of attrition that occurs 
in response to sustained low milk prices. 

The argument behind llii.s criticism is that operators 
of sntaller dairy fanns whose payments aa* not 
capped would he the most likely to exit ilte industry 
when milk prices are low, Since smaller dairies 
receive maximum MILC payments, they arc able 
to stay in hnsincss. Moreover, the argument goes, 
operators of large dairies receive tmly a fraction 
of the per hundredweight MILC payments going 
to small dairies (a smaller milk price augmentation). 
Therefore they ore forced to bear the brunt of 
supply adjustment. 

While (his argument is plausible, the a.ssumptiun 
that absent MILC payments, smaller dairy farms 
would be (he first to go is questionable. There are 
many factors that detennine financial vulnerability. 
Important dctcnniitants are debt load and debt-to- 
equity ratios. USDA-LRS dairy balance sheet data 
indicate that smaller dairy fanners curry less debt per 
dollar of assets and have a lower debi-to-equily ratio 
than larger dairy farmers.’ Hence, it seems unlikely 
that .smaller farmers are more likely to be forced out 
of bu.siness fn>m foreclosure than large farmers. 

C omposition of the Feed Price Adjuster 

The feed composition and the weights applied to 
com, w\vbean.s and alfalfa hay are subject to ques- 
tion. Few dairies include soybeans directly in their 
dairy ration, instead using soybean meal or other 
oilsml meals as a source of protein Prices for soy- 
bean and other oilseed meals are highly correlated 
with the D.S. average S4>yhean price, but the small 
weight on suy btrdn.s may not match the use of high 
protein meals in dairy ration.^. Similarly, while dry- 
alfalfa hay is common in dairy rations, com silage 
is extensively used in many pans of the United 
States. The value of com silage would be more 


highly correlated with com prices than alfalfa hay 
price.s. Moreover, while the use of a single feed price 
adjustor is likely necessary for purposes of adminis- 
tration. it ignores signiflcam regional dilTcrettces in 
feed rations and feeding rates. 

Deltiy ill Calculating Feed Cost Adjuster 

Using (he feed price adjuster makes (lie MILC pro- 
gram more sensitive in cost side changes in dairy 
prolitability, but the way it is calculated has created a 
delay in calculating MILC payments. 

The inotiihly feed cost udju.xier u.xed to increase the 
MU.C target price is bosed on USDA-NASS Unal es- 
timates of U.S. average com, 5Myhefln and baled al- 
faifa hay prices. These estimates are reported in the 
momhly Af^ncutuire Pr/ce* report published by the 
USDA near the end of each month. 

Anfivtiittirai Prieex reports preliminary estimates of 
the prices making up the feed ci>si adjuster at the end 
of tJtc current month. For example, preliminary- com. 
soybean and hay prices for the month of March 2010 
were rcpt>ried on March 30. Final estimates arc re- 
ported at the end of the follow ing month. c.g. March 
2IHU tlnal estimates were reported April 30. This 
means lluil the feed price adjusted MILC target price 
is not known until the end of the month following the 
month it applies, e.g., the March 20 1 U target price 
could not be reported until April 30. 

Federal Order Class I prices are announced on the 
Friday on or before the 23rd of the month before 
they apply, flic March 2010 Bivsion Class I price was 
announced on f ebruary W. So the reference price in 
the calculation of the March 2010 MILC payment 
was known It) weelot before the target price. 

Prior to adoption of the feed price odjusler, MILC 
payment rates were known as soon as the Boston 
Class I price was iuuiouticed. which was several 
days before the month the rates applied. Currently, 
payments arc not known until the end of the month 
following llte month they apply, delaying the ac- 
counting and payment process. 

This lag could be shortened by using preliminary 
NASS estimates of feed pricc.s. Historically. UilTcr- 
cnces between preliminary and final feed cost esti- 
mates have been small. But revisions have become 
larger on average with higher and more volatile com 
and soybean prices in recent years. 
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Using preliminor) feed prices would result in poten- 
tial underpayment of producers in montits when final 
feed price estimates exceeded preliminary estimates 
and possible overpayment ifthe opposite occurred. 
Over time, downward price adjustments would be 
expected to oll'set upward adjustments. Uui otfseis 
would not likely match the timing of MIL C payment 
months— for example positive revisions might occur 
mostly in months when no payments are mode. 
USDA could adjust subsequent payments if feed 
price revisions resulted in over- or under-payments 
for a given month. Gui adjustments could not be 
made for several months if prices stayed abtwe 
the target. 

.Soft Price Floor 

The cunrni MILC program pays out 45 percent of 
the dilTercncc between lire feed price adjusted target 
price and the Boston Class I price. Bspecially in light 
of recent low milk prices, some question w hether tlie 
program always offers an acceptable safety net for 
dairy producers 

The deci.sion to use $16.94 per hundredweight in ref- 
erence to the Boston Class I price is the main reason 
for the 45 percent payout factor. A pay out factor of 
100 percent would have resulted in a level of support 
above average price levels since the program’s incep- 
tion. considerably higher than what many might 
think is a re;isonnble safety net. Using a lUU percent 
payout factor would have resulted in very high gov- 
ernment costs. Given budget constraints, the price 
floor can be made more solid only by selling a lower 
target price, perhaps in reference to some percentage 
of a moving national average all-milk price or the 
federal order Class III price. 

Simply pul and ignoring the production cap. once the 
Boston clas.s I price falls below the feed-adiusied 


trigger level, producers only recoup 45 percent of the 
decline in market receipts from the MILC direct pay- 
ments. That is. they still sec tower overall reccipu as 
prices decline rrt>m the trigger level. 

This raises the question of whether a better option 
would be a sliding payout factor that increased the 
further the market price fell below the taiget price. 
Ahematively, once the market price fell to a speci- 
fied minimum level, the program could compensate 
KKI percent of the ditTercnce between dial level and 
the market price. Choosing a price floor would he a 
critical decision in order to avoid inlerference with 
market signals. Given the variability in production 
costs today, the price l1oor may need to be adjusted 
regularly to avoid the over-supply situation that 
excessively high support price levels created in the 
IVXUs or the undcr-supply situation (liai could unfold 
if production costs amlinue their rise of the past 
few years. 


Lndn<)I<‘^ 

the compact. (.'Um I handlers paid the riill difTcrcncc 
between SI6.U4 and the Huston Class I pocc into a compact 
poiU, whKh was dionbuied to dli producers in prtspomon in 
their monihly total milk markcimg>. Since Class I uiili/atKMi 
in ilte cumiuti area was tdiitul 4S percent, in cflect. MILC re- 
produced (he compact. 

*ror a sprtadslteel model Ihni simwH the MILC Iced ndjusici 
refer tu the Ibtiowing URL loiaicd within tile University of 
Wlscomiii I 'nderdantlmg Dairy Markeiv website: hiip;//nh 
(ure.aac.w'isc.cdu/ 

*For state level balance .sheet ibtu. «ec; 

hnp:/'Www.crH.iKiia.gov4>ata'AKMS SiatcvOvcrvicw.hiin 
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Voluntary Supply Management 


(iiAcmmeiil-sponsuredvuluniary suppl> inanii^cmeni 
has been used infrequently in the U.S. daio’ industry. 
Progranu used in the mid-l9X0h involved faying 
dairy fnnncrs to reduce milk froduction or exit dairy 
fnnming. AlWrmuch of the htirdensomc supplies of 
five 1980s were controlled, there were no programs 
that allowed producers to voliintaiily cut supplies in 
cxcliangc for incentives. In July 2003. a private >oh 
unuiry supply iiiattagemcnt program wa.s initiated by 
the National Milk Pnnlucers Federation. The C«>oper- 
alivcs Working Together, or C'W1‘. program periodic 
cally .solicits bids from eligible dato farmers (ihose 
paying an assessment) representing how much per 
hundredweight of base production they are willing to 
accept to slaughter their dairy herds. Through the end 
or2009, tJiere have been nine CWT herd reiiremeni 
roiiiuls and participating producers are currvittly 
signed up through the end of 20I0 to pay an assess* 
ment of 1 0 cents perewt of milk marketed. 

Historical Review 

Voluntary supply munagement involves a ‘‘carrot'* ap* 
proach to keeping supply in line with consumption in 
order to achieve satisfactory fann*le\'el prices, in a 
generic sense, voluntary supply management pn>- 
grams pay punluccrs to cut buck production or go out 
of business. Willing producers participate; others are 
not obligated to. 


Prior to t)te2Ut century. voUutlary' supply nianagc- 
ment had been used mtly twice in the ITS dairy sector, 
both within a short period of lime In the mid* l9K(}s. 
This period was characterized by mns&ivc overproduc- 
tion of milk, which resulted in goverumeni purchase 
costs under the dairy price .support program in excess 
of 52 billion per year. 

To help reduce the milk supply . C ongress authori/cd 
die Milk Diversion Progran in I983. Under this pro- 
gram. dairy fanners who agreed to reduce their milk 
marketings by 5 to 30 percent from their base level 
were paid $t0 per hiuidredwcigiit on the reduced mar- 
ketings. The program was ftinded in pan by assess- 
menLs on all milk producers and in port by 
government funds. 

Ute Milk Diversion Program cut milk production 
sharply in I9K4, but it had no long-term cITect— 'U.S. 
milk production in 1985 wa.x about 3 billion pounds 
more than the level in 1983. The 38.(K)<1 dairy fanners 
who participated in (he program culled cows to meet 
the required short-term cut in produclitni. but in many 
cases the culled cows were replaced by heifen with 
superim genetic potential as s\wn as the program e.x- 
pired. I here are at least two lesstons to be learned 
troin the failure of the Milk Diversion Program. First, 
the StO per hundredweight paynicnl was probably too 
high compared to the fixed cost of producing milk, 


U. S. Milk rnulucilun 
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making the prcigmin nttmetive tu sawy milk produc> 
ers who knew liovv lo “beai Uk; 5y’»lcni.”Secoaci, Utc 
lime period for reducing milk marketings was loo 
short, muking it easy ut hold hack higher^ppoducing 
replacemenls tor ihe cows culled to meet the market- 
ing rcsiriciioii. 

Still facing a major milk surplus problem. Congress 
uulhuri/A'd the Daily I’crminaiion Program (Whole 
Herd Bu>out) in liie rood Seeurily Act of Wg5. 

The IJSDA accepted bids from dairy tarmers who 
were willing to slaughter or export all temalc dairy 
cattle and remain out of the dairy business for at 
least 5 years. 

Tlie USDA was able to sign up dairy (uuducers total- 
ing about 12 billion p()und.s otinilk marketings by 
accepting all bids made by pixKlucers or$22.5fl per 
cwl or less. Those pr<Kfuccrs whose bids were ac- 
cepted had to dispose of all dairy cattle over an 1 
month period during 1^86 and 1987 and remain out 
of dairying for five years. Direct payments to panici- 
pHiits totaled $1.8 hilliun over the fiscal 1986 
through liscal IW) period. 

Compared to the Milk Diversion Program, the whole 
herd buyout was successful in niodemiing prodticlion 
trends. How ever, the induced slaughter of dairy cows 
was credited for negatively aOecied beef markets, 
raising the ire of cattle producers and leading to cries 
of, “never again." 

The u.se of refundable assessments has been the most 
recent voluntary supply management option used in 
the U.S. dairy industry. The milk assessments that 
dairy producers faced during ilic early H>90s were 
pul in place to reduce government spending on dairy 
programs. These assessments were not debated as a 
voiunuuy supply iminagemeni pn»posal. Yet. wlteti 
Congress ullowed these assc.ssmcnts to be refunded 
to producers who did not Increase tlu:ir milk market- 
ings. producers hud to make u choice each year about 
whether to incrca.se their milk production or hold 
milk production Hal and receive a check reimbursing 
their assessment. 

11tc first assc'ssinciii prognun that allowed for the n> 
fund urproduccr assessments arose nut of the I9H2 
Omnibu-K Reconciliation Act. Tlie act collected two 
scpanilc 50 cent assessments. The first 50 cent as* 
.SL*x.sment wa.s mu reiundahic while the second 50 
cent asse.ssment was refundable to producers who a*- 
duced their marketings at least 8.4 percent below 
their base nuirkelings. 


The 1990 Omnibus Budget Reconciliation Act re- 
quired that ail milk marketed in the U.S. be assessed 
5 cents per hundredweight in 1991 and u minimum 
of 11.25 cents per hundredweight over 1992-1995. 
Those producers who held milk mariceiings Dm 
relativ e to Ihe previous year were eligible for a re- 
fund of Ihe assessments they paid the following year. 
T1>e assessment rate was then increased during the 
I992-1W5 period to result in a net as.sessmciii of 
1 1 .25 cents per hundredweight to be collected. Re- 
funds of dairy assessments in fiscal 1996 reached 
S82.0.^9 million, (he last full fiscal year of the pro- 
gram. A.ssessmenis collected in fiscal 1995 totaled 
S225 million. 

The Current RroRram: Cooperutlve.s Work- 
ttiR Together (CWT) 

file tibieclive of the govemmeiii-sponsorcd volun- 
tary supply munagcnient prugrum.s was to cnhiitice 
and Hiabili/e farm-level milk prices by controlling 
die amount of milk marketed. Recently, un indusiiy* 
spoM.sored voluntary milk .supply management pro- 
gram was initialed to achieve similar objeclive.s by 
using some of the same techniques. 

riu: program, labeled C W l‘ for Cooperatives Work- 
ing Together, was dcsigncxl and is managed by the 
Nalionai Milk Producers Federation, a trade associa- 
tion of dairy ctxiperalives. Members of participating 
dairy cooperniive.s and. if they choose, independent 
dairy farmers fund Ihe program through an a.ssess- 
mciU of ten cenis per hundredweight of milk mar- 
keted (the original program had a five cent 
assessment that increa.sed to the current ten cent level 
in July 20U6). Participation in the CW I has ranged 
between 67 and 74 percent of all milk marketed in 
the U.S. The early CWT press releases suggest the 
program colkN-ted a little less than S6U million annu- 
ally when there was u five cem assessment. Moving 
to the ten cent assessment reduced program partici- 
pation, but a general increase in milk production sug- 
ge.sts llial funds have amghly doubled with the 
increase in the as-sessmenl. 

CWT has used two nicthod.s of volutilary supply 
management: herd retirement and dairy export incen- 
tives.' Under herd retirement, bids are accepted from 
dairy farmers who are willing to sluughler iJieir milk- 
ing herd. Export incentives prtwide puntcipatlng co- 
operatives .subsidies on exports urbiilicr and cheese. 
Hicre is some flexibility in the operaiiun of CW7 
program since the CWT commitlec has the ability to 
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adjiLst llic operation of these two programs or add 
new programs as it chooses. 

CWT progninis arc only available to those producers 
and cooperatives who participate by paying the C W l 
assessment. The C>VT pri>gram i» a lederation of co- 
opcmlivcs and pr(Kltu:ers formed in accordance with 
the Capper- Volstead Act and nets In association for 
the specific puipose of achieving; strong and stable 
milk prices. 

The CWT Herd Retirement Progrum 

Tlk.‘ herd retirement program Itas been the most 
heavily used part of the CWT programs. Roughly MO 
percent of tlie funds have been u.sed for herd rulta*- 
ment. CWT has had nine herd retirement “rtninds" to 
date. The inaiigiiral herd a*tircmen( in luU* 2003 re- 
moved 32,724 cows frt>m 2M<) dairy farms (see figure 
below for a history of CWT herd retirements |. In 
total, the herd retirement program hoi removed over 
475,000 cows through 2009. 

) lerds accepted in any CW I herd retiremem round 
go through an audit process tliai includes examining 
current milk production relative to the previous year 
to ensure that the herd has mit seen significant 
changes in production prior to be accepted. Once that 
audit process is successfully completed, the dry and 


milking cows arc CWT lagged and tltc pnKiueer is 
responsthle lo send these animal.s to slaugiiler in the 
next 1 5 days. Once the lags are returned to CWT. IIk* 
producer will receive his-her check. 

CW~r has a general set of guidelines that are used in 
determining when lo hold a herd retirement. They in- 
clude the: I ) ail-milk price, 2) cost of milk produc- 
tion. 3) milk-feed price ratio. 4| dairy cow numbers. 

5 1 milk production, and 61 dairy cow culling. 

Beginning in 2(X)k, the herd retirement program was 
expanded to allow pnxlucers to bid their bred heifers 
In addition to their milk cow herd. To itate. just over 
4,5UO bred hetfers have been removed through 
.slaughter. 

The herd retirement program was ramped up signifi- 
caiiily in lute 2(I0X as the serious decline in milk 
prices was becoming reality for the industry . In fact, 
over 50 percent of the cows bought in herd retire- 
ments (Kcnrred in the last four herd retireincnks that 
occurred in a span ofabriut 12 months. 

Currem discussion of CWT has focused on how to 
make the herd retirement program more effective. As 
CWT looks to maximize return on panicipating pro- 
ducers' assessment, new program features continue 
to he examined. idca.s like partial herd retirements 
have recently surfaced. 
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When CWT Hnnounce& a herd retirenteni event, 
CWr panicipanis con otTcr a bid to the program to 
remove their current milking herd. CWT then selects 
bids based primarily on the level of bids. In the orig- 
inal herd rciircmcni rules, regional safeguards were 
included (o censure a balanced approach to removing 
cows. 1 his tended to cause average bids across re- 
gions to vary when the safeguard IcN el was triggered 
Regional safeguards have been liRed in recent herd 
retirements, in general, the level of average bids has 
varied with economic conditions. In tough economic 
limes, average bids tended to be lower than in strong 
financial times. Note from the figure below that 
2CK)5 had the highest overage bid of 56.75 per cwt. 

In the most recent rounds, CW1' imposed a cap on 
bids of $5.25 per cwt. 

The CWT Export Assistance Program 

I he export assisiaitcc program was included in the 
CWT uriginal program deUit anm^unccmcnl on July 
1 1 . 2003. In November 20li3. an exp^m assistance 
announcement was made where CWT mode $20 
million available for export assistance and an- 
nounced that the program was expected to move 30 
million pttutuls of clieese and lO million (loiinds of 
butter overseas. To avoid conflict with significant 
volumes of nonfat dry milk that could be muN ed 


under the Dairy FApon Incentive Program (DLIP), 
CWT has not uffered export assistance to nonfat 
dry' milk.Tlie November 2fK)3 export assistance 
announcement siigge.sred dial the export assistance 
program would kick in when chccsc prices were I 
css than $1 ..30 per pound and when butler prices fell 
below S 1 . 1 0 per pound. 

The total volume of dairy pnnlucts exported with 
CWT export assistance remained below 10 million 
pound.s annually until 2006 when slightly more 
than 40 million pounds moved under the program. 

In 2004. CWT raised the triggers for export assis- 
tance to $ 1 .40 per pound fur chceiie and 5 1 30 per 
pound for butter. By 2008. CWT had removed 
specific triggers for the operation of (he export 
a.ssisiaitec program. 

Note from the llgure below that 2008 has been the 
largest year for use of CWT export assistance w ith 
80 million pounds of products exported with assis- 
tance. In 2008, the dilTerence between world prices 
and domestic prices reduced the level of per unit 
assi.stancc required, making the program less expen- 
sive to operate. With the collapse of world prices 
in 2000. export iissi.stattce was not used. In March 
2010, C\^T announced the use of export assistance 
for Cheddar cheese. 
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CWT txpurt Assistance Lnds 



Issues Regarding the Operation of (he 
CVVT Program 

As with any program that has operated in agricultural 
markets, tliere have beeti critics of the CWT program 
and the associated bcnctlts and costs (o the U.S. 
dairy industry. There are several tealurcs involved in 
operating the CWT program that can influence the 
dl'ects the program can have on the marketplace. 
Some of the criticism can be tackled liead on while 
other criticism remains impossible to answer with 
certainty given CWT cfTecLs liap^icn simultaneously 
with everything else happening in the industry. 

The herd retirement program has had critics that feel 
signillcant producer cheating has occurred. Mov ing 
of milking cows in the night or eonslnictinn of a 
CWT herd rctiremeiti operation are examples of 
these criticisms. However, the stories of these kinds 
of activities often greatly exaggerate what has hap- 
pened ill reality. CW'I h3.s a formal audit process that 
takes place for cacli operation that bids into a herd 
retirement to ensua* compliance w ith the program. 
Additional guidelines have been incorporated 
through time that has minimized the ability to take 
advantage of the system. C heating in any program 
can never be eliminated but the guidelines used by 
CW i make lhi.s a rare problem. 


Perhaps a more important issue to the C WT herd re- 
itrement program is whether the program lias liouglu 
cows (Imi were going to leave regardless of the 
whether they were taken out in a herd retirement 
event or not. This is often described as '‘buying air" 
since the production was going to leave anyway. It is 
Impossible to know w Inch or how many dairy farm- 
ers who bid into a herd retirement would hav e done 
so in the absence of the program it is clear that C W1 
bought and removed cows that were ctmtiibuling to 
current milk .supplies. By buying tlwse cows, they 
were removed from production instead of being sold 
to another dairy fanner who coiiiimied to milk them. 
So regardless of producer intent. CWI herd reiire- 
nieni removed milk supplies more quickly than 
would have iKCurrcd otherwise. 

Hie CWT program does not require producers to stay 
out of production when they participate in a herd re- 
liremeni round; only dial Uiey .sell all of their milking 
COW.S. Ifproduccrs have interest in multiple opera* 
tion-s. they must oll^ cows from all of the operations 
if titey wish to participate. Rule changes in 2009 re* 
quire proiiucers to stay om of production for twelve 
monllLs to receive their full payment. Specifically, 
producers arc paid 90 pcrcciu of their bid when ac* 
cepied but the Iasi 10 percent plus interest is paid 
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iwcive mcmihst laicr it is verified ihai the pro- 
ducer and the producer's openitton sliii remains out 
of milking. But Ihis CWT fcaUiiv in less restrictive 
than many of the government voluntary supply man- 
agement programs used in the past- Conse<]uentiy, 
bids under CWT have fallen well below the averuge 
SIS bid accepted under the whole herd buyout pro- 
gram ufllie l9H0s. which has been the only other 
program that directly targeted cow removal. This as- 
pect of the program has ted to discussion about how 
quickly CWI herd retirement producers are returning 
to production. CWT sur\'eyed producers who partici- 
pated in the2()(t7 herd retirement program and found 
that K8 }iercein of those who returned a survey did 
not plan to return to production. Many uf the respon- 
dents cited economic conditions as the reason for ex- 
iling with only eight percent wanting to start a new 
herd and one petveni of respondents indicating that 
they wanted to relocate die dairy . 

Perhaps niora important to the magnitude of the ef- 
fects ofa herd retirement program is how producers 
not participating respond. Ifthesc producers are iri- 
lercstcd in expanding (heir operation, they may time 
their expansion to coincide with a herd retirement 
round, anticipating higher milk prices from the herd 
retirement. Current economic conditions facing the 
industry and the availability of dairy heifers are im- 
portant detenninams of die magnitude of this eB'cct. 
Other things held constanL, die less umicipated a 
CWI lierd retirement round, the less likely non-par- 
ticipants are to ramp up cow numbers and thereby 
ofTsel the CWT program clTccl. 

Many participating dairy producers have voiced con- 
cern regarding those producers who are not con- 
tributing to the CWT program but still benefit from it 
through the participution of others. The CWT pro- 
gram saw participation reach 74 percent around 2(106 
hut then decline to below 70 percent today. Declining 
participation reduces total funding for CWT and di- 
minishes its impact. How to increase putiictpaiion 
and funding appeal's to be (he largest itesue the CW f 
program will need to oildress in die near term. 

CWT herd retirements have little long-term cITcct on 
milk supplies. The general economic conditions fac- 


ing die dairy industry will determine milk supplies. 
However. CWT can significantly influence shon-nin 
milk supplies in periods of low economic returns. If 
CWT herd retirements end, the industry will return to 
the same level of milk supplies in three to five years 
that would have occurred in absence of die program. 
As & result, herd retirements cnii liavc signilicum ef- 
fects on the path tow ards long-run milk prices. 
Analysis conducted by Brown for the CWT program 
shows that (he clleels of an individual herd retire- 
ment are completely gone nlWr aboiii three years. Yet 
the combination of all herd retirement events has 
provided an increase in 2009 C.S. all milk prices of 
over SUd per CWI. 

CW r exptm assisusnee moves certain dairy products 
out of domestic markets niid into world iimrkcts. 
fbai reduces available supplies of these dairy prod- 
ucts and raises their prices. How much depends on 
the elasticity of domesiic demand for Utese products. 
1‘he more inciaslie the demand (he larger (he price 
increase. 

The market psychology of the export assistance pro- 
gram nuy have also benefited dairy prices. The mar- 
ket price for cheese stayed slightly above CWT 
trigger levels during some periods of the programs 
operation, further longer term help to producer re- 
turns can (Kcur if export assistance helps companies 
develop new longer term markets for U.S. dairy 
products. The LfSDFiC invoivemem in export assis- 
tance may prove helpful in developing new markets 
for U.S. dairy products over the long lenn. Brown's 
analysis suggests that the 80 million pounds of dairy 
products lliat received export assistance in 2008 in- 
crea.sL'd Li.S. all milk prices by alvoui $0, 10 per ewt 
in dial year. 


Lnilmnes 

' Initialty. CWT altu iiiL'Iuded a mill pntdudion ririiuciion tn- 
cenlive program Uial. like the Milk Diversion Pmgram. paid 
producers for cuiting produciioii below it husc level. This pro- 
gmm was u.scd only once Mncc (lierc wa.s limited inicrcsi with 
only 514 bidv submitted «nd 77 bids accepted Tor ilte progmm 
in 20(1}. 
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Mandatory Milk Supply Management 


rite dairy induKtry works within a market economy 
governed by the laws of suppls and demand. Phis 
means (hat market forces imeraci within the confittes 
of dairy market regulations to influence the level of 
flimi milk prices, milk productioti and milk and dairy 
product consumption. When milk pnxtuction in- 
crea.ses lasier than consumption, the laws of supply 
and demand imply that the market price of milk will 
lull. As prices fail, some dairy farmers may leave 
the dairy industry' Simultancoasly, consumption 
increases as wholesale and retail prices of milk 
and dairy prinlucU slowly decrease. These forces 
continue until a milk price is determined that hal* 
ance.s milk production and coitsumption. plus any 
quantity purchased by the existing federal daio price 
support program. 

Since Ihe mid-l WO's. support prices established 
under the federal price supp<m program have been at 
a level that provides a very limited safety net to farm 
milk prices. The result ha.s been Increased volatility 
of farm milk prices. When form milk prices are rela- 
tively high expattsions und new entrants increase the 
size of the nation's dairy herd and total milk produc- 
tion. putting downward prc.ssurc on fann milk prices. 
Falling farm milk prices lead to unfavorable pro- 
ducer returns, causing some prodticers to exit dairy- 
ing and reducing oow numbers and milk production. 
Dairy producers struggle with managing the risk as- 
sociated with these volatile milk prices. Wlten milk 
prices arc Inw' dairy producers are under linanciai 
stress and experience loss ofoquity in their opera- 
tion. When milk prices impmve it takes a period of 
time to recover and build back lost equity. These ups 
and dow ns have turned attention to some type of sup- 
ply munageineni program that will reduce price 
volatility and present the very low milk prices that 
cause costly disinvestment. 

Public policy issues 

Supply management can be defined a:; a national 
program Uiat regulate.s the level of mtik production 
to match the demand for milk and dairy products at 
an Hccepiabic fann milk price level. Supply pro- 
grams may be either voluntary or mandatory . Volun- 
tary supply nianagemerii. like Oic Milk Diversion and 
Whole-Herd buyout programs of the mid-l98«'s. 
typically offer a carrot to encourage participation. 


Mandatory supply managemetn uses a .stick— 
penalties for failing to udltore to pnxluction limits. 
Mandatory supply munagetnent programs for dairy 
in the U.S, have long been discussed und debated, 
hut have never come close to being adopted. I)ui 
with increased milk price volatility and a sustained 
perkni of very low prices, interest in adopting some 
type of mandatory supply management program 
has increased. 

On (he surface, a mandatory supply management 
program may look rather simple. Some ceninii au- 
thority calculates the anticipated level of consump- 
tion at H specified milk price and then makes .sure 
the amount of milk marketed matches consumption 
at this price. However, implementing such a program 
within a dairy industry comprised of about 7tMHK) 
commercial dairy farmers would be a formidable 
endeavor. In particular, with difl'erences in milk 
production costs among regions of the U.S. and 
among indiv idual farmers within a regiotu deciding 
on an appropriate larm milk price target would be 
cunteniious. And deicnnining the amount ofinilk 
pnxluciioii that matches domestic consumption 
and expon sales at the target pnee w ould be an 
enormous challenge. 

Because the goal of mandatory supply managemeni 
is to restrict milk production to maintain farm milk 
prices above where they would otherwise be, the 
right to deliver milk to llte market becomes a valu- 
able possession. Some incihod must be developed to 
allocate these rights to current or would-bc dairy pro- 
ducers. As domestic consumption and or dairy ex- 
ports grow, questions eme^e regarding how this 
growth should be allocated between current produc- 
ers and new entrants to the industry. .Should these 
market righl.s. defined as a base or quota milk vol- 
ume, he held hy individual dairy producers or owned 
by (be government and allocated through a govern- 
ment agency? Should Uie markeiing right be freely 
transferable from one dairy prixtucer to another or 
should the right he tied to Uie dairy farm? Should (he 
marketing right be on volume of milk or volume of 
milk components irvarkcted? 

Mandatory supply managemeni programs can have 
structural consequences. The impletnenlulion of 
mandatory supply management by ulhKaiing 
basevquotas to extsung dairy producers has (he ef- 
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feel of stabili/ing ilic current human and pliy:»ica! 
capital base. technutog>' practices, ami location of 
milk production. The tendency of mandatory supply 
manugetnenr programs is to freeze the struetttre of 
dairy lanns and regional milk production. How 
hases^qiiota is transferred determines how quickJy 
litis structure may change. Ifbases/quutas are freely 
lran.sfenible and not tied to a specific dairy facMiiy, 
.structural changes would he quicker than Utose lied 
to a facility or region of the U.S. 

History of milk supply mtinaiiemcni 

Mandatory milk supply mamigemcni pnigrants have 
been widely discussed and several related bills have 
been introduced in Congress. None of these bills has 
passed. Voluntary supply managcmeni programs 
have been irnpleinented, but uniy temporarily. Hie 
Milk Divereion Pnigrum operated from January I, 
1084 through May 31, 1985. Under this program 
dairy pnxlucers who voluntarily reduced their milk 
marketings from the previous years by 10 to 30 per- 
cem were paid SIO per hundredweight tttr tiic re> 
duced marketings. I'hen from April I, 1 986 through 
.August 31, 1987 the Dairy Terminaiion program was 
in clVecl. Dairy farmers submitted bids for agreeing 
to slaughter or e\pon their entire herd of milk cows 
and replacement heifers and to remain out of dairy* 
ing for the ne.\t five years. 

Tlte depressed milk prices experienced in 3009 again 
motivated industry support for some type of milk 
supply inanugemem program. Proposals for both vol- 
untary and mandatory programs arc being discussed, 
with some proposals drafied into bill form and intro- 
duced to Congress. Whether then.* will be sufficient 
Congressional support and support by dairy farmcni 
to pul a supply management program in place is un- 
certain. in the pest, dairy farmer intcrast in supply 
management has dwindled if milk prices Improve 
during Congressional debate on supply managemcm 
proposals. 

Concerns and Issues with mandntory 
supply management 

Maintaining a milk price and/nr reducing price 
volatility difiercnl from what norma) market forces 
would dictate requires careful management of milk 
.supply. A number of decisions need to be made by a 
central authoriiy, most likely Utc US Department of 
Agriculture with the possibility of input from an in- 


dustry advisory committee. Concerns and issues that 
need to be considered include the following: 

• FavUitaiinf* changt: i>air\ markets need to be al- 
lowed to evolve and change. Successful supply man- 
agement programs need to contain a mechanism to 
allow for milk production capacity lo adju-st os do- 
mestic consumption and dairy exports change. 

USDA musi forecast the amount of milk production 
needed for domestic consumption and exports at 
least annually and adju.si quotas accordingly. In addi- 
tion, the target milk price under the program needs to 
he adjusted from time to time to retleci changes in 
milk production costs. 

• TrunsfcruhUUy: Hie need lo transfer bases and 
quotas arises when -supply controls are in place for 
more than u year or two a.s some prirducers exit the 
industry, some want to expand milk production and 
others want to enter the industry. Che options for 
transfer include letting existing dairy producers sell 
and transfer their base and quota to Uk* highest bid- 
der. perhaps through an oiganizcd auction market, 
having the bases and quoin owned and controlled by 
the government, or a combination of these two op- 
tions. Allowing dairy producers to he free to sell and 
iransfer bases and quotas could lead lo a coiicemra- 
lion of allowable milk production among a small 
number of relatively large dairy operaiian.s and 
making it extremely dillicull for new- prtxlucers 

to enter dairying. Politics is likely to enter into a 
system where the government controls all transfers 
A combination of these options could allow produc- 
ers to transfer a portion of their base and quota w ith 
the government controlling and transferring the 
remaining portion (o other dairy producers and to 
new prodticcni. 

Quotas used by some countries alsu restrict geo- 
graphic transfers. For example, the fill prtrhihiis the 
lran.sfer of quotas between countries. Similarly. 
Canada restricts transfer between provinces. Such rc- 
.siriclimis prevent milk production to move to areas 
of growing demand or lower milk production cost 

• Caphaitzation of t/uoru vofues: Because supply 
mfinagemcnt programs are designed to elevate milk 
prices or keep them from falling, the first dairy pro- 
ducers to receive quota ^rights to produce” stand to 
receive a significant windfall gain. Ifquolas ate al- 
lowed to be transferred, their value wiill evcmually 
rise to the value of benefits accruing over time, fhi-s 
is true whether quotas are tied to farms, cows or ju.st 
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pieces of pupcr. tliin c{)pilali;icalion maKe:^ il difficult 
for new producers in purchase cnoujjh quota lo enter 
dair> ing and increases the cost of dairy expansion by 
existing producers. Only a govcminent-owncd and 
controlled quota transfer system could eliminate or 
reduce ihiscapiuili^aiion issue. Il is doubtful that this 
much government cimirol would be aecepinhie to 
dair>’ producers. 

• The peHuhy forover quota production: To en- 
sure the mandatory supply managumeni holds milk 
production to the level necessary to achieve a higher 
milk price, there needs to be n penally for producing 
and marketing milk in excess of quota. This most 
likely would involve a iwo-lier pricing syslom that 
has a relatively high price for quota milk and a low 
milk price for over quota milk that is l>elow the vari- 
able cost of pri>duc(ion. Bui with signilicunl dillcr- 
enccs in milk production cosb nmong individual 
dairy producers and regions of the U.Sh getting a 
consensus on what is an acceptable price Ibr quota 
milk and the penally for over quota milk may be dif- 
nciilt. 

■ Demand impacts: If supply management increases 
average farm milk prices, then, average prices for 
milk and dairy products to consumers will also be 


higher. While the demand for milk and dairy prod- 
ucts is inelastic, consumers do respond to prices and 
iiigher prices mean lower con.sumplion of milk and 
dairy products, fhe decision on the level of farm 
milk price lo maintain must take into consideration 
the impact on consumption. 

• Imports and exports: 1 he decision on the level of 
thrm milk prices to maintain under supply manage- 
ment also needs lo take into account ilte impact on 
dairy imports and dairy exports. A farm price that is 
too high may attract additional imports or retiuirc 
tightened import restrictions. U.S. dairy proiiucis 
could become less compciiiivc in iniematiortal tmir- 
kcls. reducing export polcnital. 


F.ndnutcv 

'Wholesale uni) retuti prices don’i ncccuarily change by the 
rvluLivir Sdinc uniouni iu the iiUTn mtlli poet changes. 
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Federal Milk Marketing Orders 


Thix paper lx lengthier than the other pofters in 
this series het ause the issues are niotv eotnpli- 
utteJ. FeJeral milk markcihig orders have 
evolved over 75 years. Owr that time, there have 
heen numerfms changes In pricing rtdex and other 
regulations to conform to changes in the dairy 
industry. Changes in federal orders ha\'e ftV' 
tfuenfly heen conlrttversial, often hecauxe of their 
di.t/tarate regional effects 

fVe begin this fhipcr with a general discussion of 
how federal orden work. then move to some 
iisftects of orders that have generait'd recent I'oth 
fr^twrsy: meihoils of setting minimum ftrices for 
milk usetlfor manufacturing and Jor moving other 
mitk prices, level and regional pattern of Class I 
milk prices: number of chtsses and dairy pnklucts 
within classes: and regulations related to pooling. 

We stress at the outset that our description oj 
jederat milk marketing order pricing is simplified 
and abbreviated Readers looking jor more detail 
should refer to: 

.lesse, Ed, and Boh Cropp, Basic Milk Pricing 
Concepts for Dairy Farmers. Bui. \‘o. dS379, 
Cooperative E\tension. University ofHlscon.yiih 
Evfenstoii. Sept. 2oOS. 

Milk Pricing Under Federal Milk Market- 
ing Orders 

rcderMl milk miirkelii)(: orders re^ulaie the pricing* or 
al'ioui 65 pcTceni of the Cirade A milk pnHiuced in the 
United SiatcA.' Most of the remaining Grade A milk 
is regulated by stale markeitiig orders, the largest of 
which is Cali I'ornla's stale order that prices about 2 1 
percent of U.S milk. Federal orders require milk 
plants, called handlers, to pay no less than specitled 
minimum prices for milk and milk cotnponeius ac- 
cording to how their milk receipts are used; that is, 
whui products the> make. Ibis is called classified 
pricing. Pruducers — who are not reguktled under or- 
ders — are guaranteed minimum prices that represent 
weighted average values of the handler prices, litis is 
called market-wide pixtling. 


Classified pricing 

Federal orders define four classes of milk, from high- 
est to lowest value in most cases: 

1 . Class I milk is used for beverage products. These 
priKiucts include whole, low -fat and .skim milk, 
chocolate and other flavored milk, liquid btillcrmilk 
and eggnog. 

2. Class 11 milk is used for stvH munufactua'd prod- 
ucts tike ice cream and other fru/en dessens, cottage 
cheese and cream products. 

3. Class III milk is used for manufactua' hard cheeses 
and cream cheese. 

A. Class iV milk is used to make butter and dr> milk 
products. priiKTpall> nonfat dry milk. 

IJSDA announces monlhlv minimum luindlcrpav 
prices for each of the four classes of milk, actxtrding 
to a predefined schedule. Monthly prices for Classes 
III. Class I V, and the hutterfal itonitm of Class II are 
announced on the Friday on itr before the 5iJi of the 
month following the month lo which they apply. Fur 
eKBmple. Maah 20 iU prices were anmninced on Fri- 
day. April 2. 

Bused on the argument that Class I milk pnidncts and 
most Class 11 milk pa^ducis move through the market- 
ing system within a few days of processing, the mini- 
mum Class I price and the minimum skim milk price 
for Class 11 are announced earlier than the Class 111 
and IV prices. They are announced by USDA on the 
Friday im or before the 23rd of the month before the 
month to which tltey apply. This “early warning” is 
designed to allow processors to alter price sheets to 
retailers and other distributors before the new prices 
Ks.’omc clTectivc. For example, the Maah 2010 
prices were nimounced on Fnduy, FebruHry 19. 

The following table details (he Class price announce- 
ment dates for the month of March 2(MU. 

T1>e Class prices arc based on product price formulas 
that relate milk compoitent values lo: ( I ) the whole- 
.sale prices of dairy products manufactured frintt the 
milk components, (2) the yield of the tmished prixJucl 
in terms of the milk components used to make litem, 
and (31 assumed manufocturing costs, or make al- 
lowances. Fhe volume of components per 100 pounds 
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t.SflA tor MmIyIi 1010 


Fehruary 20t0 


Sun. 

Mon 

Tnes. 

n'ed 

Thurs. 

Fri. 

Sui. 


1 

2 

3 

4 

5 

6 

7 

R 

9 

10 

n 

12 

13 

14 

15 

16 

17 

)K 

19* 

20 

21 

•>2 

23 

24 

25 

26 

27 

28 








*Cfas% I pricy and Class II skhn milk price un- 
ncninced 


April 2010 


Sun. 

Mmi. 

Tncs. 

l*W. 

Thurs. 

Fri. 

&;/. 





1 

1* 

3 

4 

5 

6 

7 

8 

9 

to 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 



*Class III and It ' prices and Class II bunerfat 
price announced 


of milk at standard composition is then multiplied 
by the componeni values lu derive the Class III and 
Class IV prices per hundredweight. Tlie formula* 
based procedure for selting minimum clas.s inrices 
was implemented January 2000. 

l-ormulas tic all federal order milk prices directly 
and mechanically to wholesale prices for four dairy 
products: Gnidc AA butler, chcddarehcc.se, nonfal 
dry milk and dry whey . Tlie wholesale prices used 
in the formulas rue cuMcclcd Irom sellers of these 
products and reported weekly by the National Agri* 
cultural Statistics Sers'iceiNASS). Reported prices 
are for prx>ducts that have been priced ami shipped. 
Prices based on long term contracts— that is. sales 
for which the selling price was set (and not adjusted^ 
3U or more days before the transaction was com- 
pleted— aa' not included. 


Details of the cuiTcm pricing formulas for the four 
milk classes follow. 

Class iV price 

The Class IV price is linked to the valtics of nonfat 
milk solids and hiiiicrrat. Nonfat solids make up non- 
fai dr) milk, and bulterfai is the principal consittueni 
of butter. Thus, llic Class IV price is determined 
through formula.^ tying buiterfat and nonfat .solids 
prices to btitlcr and nonfat diy milk prices. 

CluM 1\ Bullerfal PrkWib • 

tN.4SS mufillity AA buMvr pricr/lh • tJ.IZUZ) X I.2U 

The value, 0.1202, is the butter “make allowance,” 
I’SDA’s esiimnle of the cost ormanufacluring a 
ptmnd of buucr. The value. 1 .20, is the assumed 
pounds orhuifer made from one pound of buiterfat. 
Class IN Noiiffll Solid« l*rict/ll> » 

IN ASS muntlily iiuiirat dry milk pricWlU - 0, 157U) \ U.94 

TIte nonfat dry milk make allowance is 'SO. 1 570 and 
the assumed yield of nonfat diy milk per potind of 
nonfat milk solids is O.'JV. 

ClitM IV skim Milk PrleeycMl * 

9.0 \ Noufal SuUds Pricc/lb 

The assumption here is That 100 pounds of. skim milk 
contains ^.0 pounds of nonfat milk solids. 

Class IV Pricc/n«l * 

.1.5 X Hullirfat Pricedb 4^ 0.%5 X Cla.<n IV Skim Milk 
Pficc/rwi 

rite Class IV price per hundredweight is the com- 
hined value or3.5 pounds of butterfai uiid %.5 
pounds of skim milk. 

Class Ml Price 

The Class III price is the value per hundredweight 
of milk represented by the Naluc of buiterfat in Innter 
and in cheese. tl\c value of protein in cheese and the 
value of other (nonfat, non-protein) solids in whey.’ 
Accordingly, three related product price formulas 
link die buiterfat price to butler prices, the protein 
price to cheese and buiterfat prices, and the other 
solids price to diy whey prices, llte Class HI Rutter- 
fat Pricc^lb is the same as lhat derived in the Class IV 
price formula. 
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rbi» 111 Ollier Solids Price'lli • 

(NASS fiionihU dr> ishcy price/ih X 1.03 

The dr> whey make allowance is about 4 cents per 
pound higher than (he make allowunee for nonfat dr> 
milk in (he Class IV formula. The assumed yield of 
dry whey per pound of other solids is 04 pounds 
mure than the yield of nonfiit dry milk per pound of 
nonfat milk solids. 

('iMfts III i'miein t'rk«/lh* 

(NASS monlhly cliccsc pHcc/lb -0,I6II2| X 1.383 * 

III.VASS fnitolbly cbrr»r prlcv/lb - (1.1682) X 1.572 
I . (I.9\ butlcrrMi price/lb} X 1.17 

Hte first pan of thi$ complex equation is die net value 
of protein in cheese- making (cheese price less make 
allowniKC limes pounds of cheese per pound of pro- 
tein. The NASS chce-se price is a weighted average 
price for 4(>-pound blocks und 50fl-pound barrels of 
Cheddar cheese with weight.s based on relative sales. 
Tlte 5fld-pound barrel price is adjusted to represent 3K 
percent moisture content and ceni.s is added to re- 
flect a lower a.ssumed make cos\ for barrel versu.s 
block Cheddar cheese. 

rite second part of the protein price equation attempts 
to account for the value of buiierfal in cheese in ex- 
cess of the value of buucrfai in buucr. It recognises 
that protein has value in chee.se over and above its di- 
rect contribution to the chee.se itself. Thai added value 
is attributable to tlw fact that the casein in protein al- 
lows retention of buncrfal in chcc.se. In other words, 
cheese cannot he made from protein by itself. The 
1 .573 factor in the second part of the equation is the 
a.ssumed pounds of cheese made from one pound of 
htillcfial. holding everything else constant. 

Cliiss HI .SMin Milk Pricv/ewl * 

3.1 X proivin price ■* 5.9 \ iither Malldih price 

rite compostiion of skim milk is assumed lo be .3. 1 
percent true protein and 5.<> pcrcom other nonfai non- 
protein .solids. 
fljiM III l'rier/c»t » 

3.5 X Butterfut pricc/lli ^ It 965 ( bus 111 skim milk 

prire/cwr 

The C'la.ss III price formula accounts Idr all of the 
value of a hundredweight of milk testing 3.5 perccni 
biitterfal. 2.99 percent inie protein (.1. 1 X 0.965) and 
5.69 percent other solids (5.9 X 0.965) that is used lo 
make cheese and whey. 


Class 11 Price 

Class 1 and Class II skim milk component values are 
advanced-priced. The pricing formulas arc exactly the 
same as used for Class III and Class IV component 
values, but Ute wholesale prices used in the fomiulas 
arc from a different und shorter time pcricnl. Ad- 
vanced wholesale product prices are for the first two 
weeks oflhc month previous to the month to which 
the Class I and Class If skim milk price apply. 

The Class II skim milk price per hundredweight is de- 
rived us tdliows: 

('lass II Mdm Milk PriciVcwi • 

Advanced Clas« IV vkim milk pricc/rwt * 56.70 

The advanced Class IV skim milk price calculation is 
identical to tJiat shown for the CTas.s I V skim milk 
price e.xccpl that the NASS advanced nonfat dry milk 
prices are used rudicr dian the monthly prices. 

II Biiiivrfai Prii-tt/lh- 
CluM Ili/iN' liutterfnl price * S0.tK)7 

Class 11 buiterfat is NCVf ndvanced^riceii. M is the 
monlhly Class IIMV biitterfal price per |>ound plus 
|/I00 times the per hundredweight differential added 
to the Class II skim milk price. This equali/ir.s the 
added value (over Class I V ) of Clas-s 1 1 skim milk and 
hullerfal. 

i'lniiK 11 Hrice/cwt> 

3.5 X II buttvrfiil pric<^/11» ^ 0.965 X Cian 11 
advanci'd vkim milk pricc/cwi 

Thai i.s. the Class II price consists of the combined 
value of 3,5 pounds of buiicrtul and 96 5 pounds of 
skim milk. 

Class I Price 

Both the skim milk und hullerfal portions of the Class 
I price are advanced priced and related pricing formu- 
las use NASS advanced (2'Wcck) wholesale product 
prices instead of the monlhly NASS prices used in 
Class 111 and Class IV forntulas. 

(laM I skim Milk PricWcMt * 

lllglicr (if Advanced C'hm III nr advanced Clasv IV vkim 
milk prii'c/cwl * C'laxs 1 ilirferciitlul 

Clast I Kutlrrfal Price/lh » 

Advanced Claw 111/13* Rullerfal Pricedb *■ Cluw I 
dirrercntiul/lOO 
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I'hc “mover'* of Class I skim tiu'lk prices is the higher 
of the advanced Class IV or Class III skim milk price. 
Class I differcniials are specified for each count}' 
within a federal milk marketing order marketing area. 
In general, dilVerentials within orders decrease with 
distance from the major consumption location within 
the order marketing area. DIITercntials range from a 
low of SI.60 per hundredweight for some N<irlh 
Dakota counties to a high ofSd.Ot) for some Florida 
counties. 

Poulin^ 

Pooling is accomplished under federal orders by obii> 
gating each rogulaicd handler to account for milk re- 
ccipts according to liuw the milk was uliltml within 
each of the tour dosses. I landicrs pay into or draw 
from a producei settlement fund depending on the 
value of ihdr milk receipts priced at order minimum 
prices relative to the market-wide average value 
(often called uniform price or blend price) Basically, 
a Class I bottler would pay into the pool the difler- 
ence between the higher-valued Clas.s I milk and the 
market-wide average value. A Class III handler (c.g., 
a cheese plant— called a supply plant under the order) 
would draw out of the poiii the dilVcrcnce between the 
market-wide average price and the lower Class 111 
price. Lach handler (the exception being dairy coop- 
eratives) is obligated to pay producers no less than the 
federal order market-wide unitbnn price. 

A liandler's obligaitoit under itic pooling concept is us 
follows: 

('Usf i utillKHlton * 

riMM I tkim milk price at tocatten' .V «kim milk poumb 
« (Jaw I liuiirrfai price at localiun X builcKat pnunih 

C'lotit II ultligaiion * 

( law n uunfal tulldt price X nonfat ftiindk pounds 
(lots II Imiterfai price X butterfat poondk 

ClftKs III obiiuMtion « 

Pnitein price X protein poundu 

4 Other tolidh price X other «nlid!i pounds 

•* CloM Ill/IV Bullerfal price \ bullcrfnl pfiuad> 

Clan IV ubliiioilun » 

Nonfat <ioUd« price X nonfat wilkls pounU«i 
4 Claw ltl/l\' Uutierfai price X bullerfal pounds 


I’hc following items are deducted from the gross 
value ofeach handler's milk based on the obligation's 
noted above to derive the "nei" handler obligation lo 
the pool: 

• Producer price ditVcrentiol (for orders using multiple 
component pricing) 

■ Builerfdl. Protein and Other .Sidids value at mmi- 
muiti componem prices 

• Producer location adjuslnicm 

• Somatic cell count adjusimem value (in some 
(mlers) 

If tlK results of subtiticting (licsc deductions lK>m 
gross milk value is positive (which is nunnaJly the 
case for a Class I Itandlcr). the handler pays the diHcr- 
cnce into ihc producer settlement fund. If the result is 
negative (as it normally would be for a Class 111 han- 
dler). the liandler draws the difference from the fund. 

rite pnnHutr prhf liifftrcniiui (often abbreviated. 
PPD) applies lo the federal orders that pay pn>ducers 
on the basis of milk components marketed— pounds 
orhiiiterfai. pnilein ami oiher solids.^ For these orders 
the handler Is obligated to pay producers the Class III 
values per pound of butterfat. pnrtein and other solids 
inarkeiod by the producer. Tlte PPD is a mctt.Hure of 
how much the average market-wide value ofhandlcr 
receipts exceeds die average value if all milk w ere 
priced at Class 111. 

Die PPD can be approximated by adding the differ- 
ences between the C'lass III price and Ihc Class I. 
Class II and Class IV prices multiplied by the respec- 
tive percent utilization of milk in the entire pool as 
Class I, II and IV. For example, in January 2010 the 
C'lass 111 price wa.s SI4.50. An estimate of the PPD in 
January 20 10 for the Upper Midwest older would he 
calculated as follow 

(St6.83 C law I - SI4.<MM X 13.(1% ( low I - $OJ029 
(litS.22 Cbm II - \l4.$ft) X 2.6% ( !*«» II » $0.0167 
(Sl.3.85 Claw IX •$14,50) X 2.0% ( (»«« IV »(S0.01.30) 
.laauar> OPD- $03086 

rite actual PPD will differ from this .sum due to other 
adjustments in the order pool including transportation 
credits. as.semhl> credits and producer milk somatic 
cell count adjiuumeni. 
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The pntduccr Ivvolinn udjusimenf accounJS lor tlin'er- 
cncefi in the CIa>»*» I dilTercntial al (he receiving plant 
(plant where milk is pri>cc$>scd) and (he diriereniial at 
(he locadon of the supply plain (plant that supplies 
raw milk) for inlerplant milk shipments. 

The vvtt vulue relates to price adjustinenis for 

quality al the producer level for milk used in Class 11, 
111 and IV. Quality is measured by somatic ceil count 
of producer milk relative to a base level or550.(K)(J 
cells per ml. Since somatic cell count all'ects cheese 
yield, a rate per 1 .000 cell count above or below the 
base is derived by multiplying the cheese price used 
in the protein price formula by 0.0005.’ 

Handlers’ producer selltcmenl fund payments may be 
adjusted by transponuiion credits and assembly cred- 
its. I ranspimation credits apply to actual shipments 
of milk for Class I use Irom .supply plants to distribut- 
ing plants to partially defray (he cost of moving the 
milk u> (he Cla.ss \ market. Distributing plants arc pri- 
marily engaged in processing packaged Iluid milk 
products. Supply plants arc primarily engaged in 


manufacturing dairy prinlucts, shipping milk to di.s- 
unbuiing plants on an “os needed" basts and to incei 
minimum shipping requirements under the applicable 
order. /Vcsembly credits are paid to pool plants (dis- 
tributing plants, supply plants, and cooperutives) on 
producer milk (hat is u.sed tdrClass I purpose.s. As- 
sembly credits provide an udditfonal incentive to 
“give up" milk for Cla.ss I use that may otherwise be 
destined for manufacturing. rrans 7 K>rlation and as- 
sembly credits are only paid to handlers on actual 
movements of milk to Class I use and are subtracted 
from (he total pool proceeds in die priKess of calcu- 
lating the PPD. In other words, the total Class I value 
is reduced by the amount of these credits. 

The producer settlement fund accounting is illustrated 
in the table liciow for two handlers using actual 
Upper Midwest Order January 2010 component 
prices. Class I difTcrcniial and PPL). Both handlers 
have January milk receipts of 200.0(K).00(i pounds of 
milk with a milk composition of 3.7 percent hutterfat. 
3.08 percent protein and 5.7 percent otlter solids. 


1 Illustration of I’roducerScrttirnienl Fund Ohiigaliuns. 

Clas s of milk, 
deductions und 
milk coHipOficrth 

Rate 

per 

pound 

Handler / 


Handler 

2 

Pounds 

I'alue 

Pounds 

yalue 

Class 1; .Skim milk 

S0.H62 

12K,050.0ttn 

S14,H79.4I0 

3.94U.(K10 

S457.K28 

Buiterim 

5il.5874 

1.950.000 

S3.095.430 

t)tn).(Kl0 

S952,440 

Class II: Nonfat solids 

SI.IM') 

2.724.000 

S3.IK4.UM 

908.(8)0 

Sl.(8d.36l 

Buitcrhii 

SI. 447? 

3,900.000 

55,775.525 

1.330.(HIO 

SI. 925, 175 

Cla.s.s 111: Protein 

S’jniti 


St.719.62ft 

4.3I2.(M)0 

512.037.379 

Other .solids 

S0.^94^ 

1.140.000 

S22I.K44 

7.V80.00O 

SI. 552.908 

Buncrtai 

SI. 4405 

740,000 

SI, 065.970 

5.180.(8)0 

S7.4ft 1,790 

Class IV: Nonfat sidids 

SI.OUS 


51.907.824 

940.(810 

S953.9I2 

Huiterfai 

SI. 4405 

720.000 

$1.037, Itiii 

29o.(H)0 

$417,745 

Total value for Handier 



S32.886.873 


$26,820,538 

Less: deductions from the pcHil 





•PPD 

50.0026 

200,000,000 

5520,000 

200.(8)0.000 

5520,(8)0 

•Prulein voIik: 

S2.791t> 

0,100.000 

$17,106.25(1 

O.IOO.Ot) 

SI 7. 1 96.256 

•Other solids value SO. 1 94fi 

1 1,400.000 

S2.2 18.440 

(1.400.(8)0 

52.218,440 

•Butterlal value 

SI. 4405 

7.400,000 

SI 0.659.700 

7.400.(88) 

510.659.700 

Total deductions 



S30,594J96 


S30.594J96 

Net (o/from (he pool 



S2.392v477 


(53.773.858) 
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lltiiKller I ha!> milk utilisation of 65 percent Class 1, 

15 percem Class II, lU percent Class III and 10 |)er~ 
cent Class IV. Handlers has milk utilization of 30 
peicenl Class k ^ percent Class II. 70 percent Class 
111 and 5 percent Class IV. Both Handlers receive 
milk that has an average somatic cell count of 
350.000. so the somatic cell adjustment is zero. 

I hmdlcr I , primarily a bottling pltmi, ha.s a p(>.sitive 
net pool obligation orS2.292.477 and pays that 
amount into the producer scttlemeni lund. Handler 2. 
primarilv a cheese plant, has ti negative pool obliga- 
tion of <S3, 773.858) and draws that amount frutti the 
producer settlenicni fund.* 

rhe Class I price and the Class II skim milk piice ajv 
announced about 10 days before the first of the month 
to which they apply whereas Class III and Class IV 
prices arc announced a few days aOer the first of the 
month to which they apply. Because of this roughly 
six week time dillcrcnce. the Class III price occasion- 
ally ends up higher ihiui die C'lass I price when there 
is a large and rapid increase in cither the Class III or 
Clas-s IV price. This "price Inversion” re.sulLS in a neg- 
ative PPD and reverses the normal pool obligations of 
distributing plants and supply planls-'Class III han> 
diers pay into the fund and Class I handlers draw 
from the fund. 1o avoid making producer seillcincnl 
fund payments, many supply plants ”deptH>led'' (be- 
came unregulated plants) in months when the PPU 
was negative, causing considerable market disruption. 
Recent CSDA decisions have tightened atles for 
pooling and de-pooling. 

IVoducer prices 

With federal order pooling, producers receive a com- 
mon price for their milk regardless ofhow their milk 
is used. .Minimum pay prices to producers will difl'er 
among plants within an order only according to milk 
composition, milk quality (in orders with a somatic 
cell count adjustment), ond the location of the receiv- 
ing plant. 

In the six orders using multiple component pricing, 
haitdler^ must pay producers at least the following 
gross amount: 

IndUidiuil Pmduerr Total (irau Milk lhi>mrnl. Multiple 
( omponent Priciiii; Orders « 

PnHnd*i of hutlerfut marketed .\ llir hulterFat price per 
pound 

4 Pounds of protein marketed the protein price per 
pound 


^ PountU of other «illtU marketed X the mher «olid)» price 
per pound 

4 Producer price differential \ hundredw rightc uf milk 
marketetl 

Sumalic cell adjaOmenl per bundredweiabt of milk 
marketed | if upplleahk) 

In ihc lour federal orders that use fai/.skiiti milk pric- 
ing. handlers must pay pnxluccrs at least ihc follow - 
ing g.rT)ss amoutn; 

Individual Pmducer loial («n»iis Milk Pavnitni, Kat/Skim 
Orders » 

llundredweiehis of skim milk marketed X uniform skim 
milk price 

4 Puuud^ of hullerfai oiarketed X wnirurm bollerfat price 

+/• ilundredwelt;hi\ of milk marketed \ plant location 
adjuiitnient 

Hte uniform skim milk price is Ihc weighted average 
skim milk price from each olThc four classes of milk 
as calculated from (he fonnulas detailed earlier. The 
uniform butterfol price is ihc weighted avemge btitlcr- 
fal price from the four classes of milk os calculated 
from the formulas. The plum lucaiitm adjustmem may 
be positive or negative depending u|xni the lociUtun 
of the milk plant. 

Summary 

Ten iedenil milk marketing orders regulate ihe pricing 
of atx>ui 65 percent of tlte Grade A iihlk marketed by 
producers in the United -Slates. -Six of these orders 
pay producers on the basis of milk components mar- 
keted -butterfat. protein and other solids -und four 
pay producers using fat/skim milk pricing. In both 
Ibims of payment, milk compttneiu. skim milk, and 
slandordi/cd whole milk values aa* determined from 
fonnulas that link these values directly to wholesale 
pricc.s for four dairy products: tirade AA butter, clicd- 
dar cheese, nonfat dry milk and dry whey. Wholesale 
prices used in the fonnulas are collected from sellers 
and reported weekly by the National Agricultural 
Statistics Service (NASS). Ba.ved on these pricing 
fonnulas. USDA announces monthly minimum han- 
dler pay prices for four use classes of milk. Handlers 
are obligated to a federal order pool for the value of 
the milk (hey receiVLHJ based on use class and class 
prices. In turn, regulated handlers texcepi dairy' 
cooperatives) are required to pay producers no less 
than the announced federal order prices for milk and 
milk components. 
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Setting and Moving Class Prices 

Historical review 

During ihe I940's and I950\ individual federal milk 
marketing orders used several difTerent methods to 
establish minimum class prices. Most orders then had 
three classes; Class III (which included all milk used 
to make nonperishable manufactured dair>’ products). 
Class II (perishable or fresh products) and Class I 
(beverage milk). Besides serving as the minimum 
price for milk used for manufacturing, the Class III 
price often served as the base price for Class II and 
Class I prices. 

Economic formulas were used in most orders to deter- 
mine the base price. These formulas included factors 
that reflected general economic conditions such as in- 
flation, wholesale prices, and wage rates; supply con- 
ditions such as feed costs, prices received for all farm 
products, farm wage rates, and stock levels of dairy 
products; and demand conditions such as Class 1 
sales, inflation rate, and consumer income. These fac- 
tors were weighted to determine an index for making 
monthly adjustments in the base price. Other orders 
used selling prices of dairy products such as butter 
and cheese in product formulas to calculate the base 
price. Because diflferent methods were used to set 
minimum prices for milk used to make manufactured 
dairy products, prices varied considerably among fed- 
eral orders. 

By the early 1960’s, this uncoordinated pricing sys- 
tem began to exhibit problems, improved transporta- 
tion systems meant that nonfat dry milk, butter and 
cheese could be economically transported across the 
country'. Using a host ofdilTerent economic index for- 
mulas or product formulas resulted in serious price 
alignment problems. Midwest manufacturing plants 
complained that “surplus'* Grade A milk not needed 
for Class I purposes was being priced lower in the 
Northeast, placing them at a competitive disadvantage 
in selling their manufactured dairy products in what 
was increasingly a national market. 

The need for uniformity and consistency in federal 
milk order pricing provisions was emphasized 
through a series of federal order hearings. USDA con- 
cluded that in order to achieve competitive equity, 
surplus milk had to be priced uniformly among orders 
and these prices had to be aligned with competitive 
pay prices being paid for the majority of the unregu- 
lated manufacturing grade milk (Grade B) in the 
United States. USDA determined that these objectives 


could best be achieved by using the reported Min- 
nesota-Wisconsin Grade B milk price (M-W price) as 
the uniform Class III price. Most of the milk pro- 
duced in Minnesota and Wisconsin was Grade B and 
these two states accounted for the majority of U.S 
production of Grade B milk. Manufacturing plants in 
these two states competed aggressively for Grade B 
milk supplies. Further, since Minnesota and Wiscon- 
sin represented the major reserve supply area for 
Grade A milk for Class I use, national milk supply 
and demand conditions were reflected in the M-W 
price. 

To achieve orderly marketing, USDA deemed it nec- 
essary to tic federal order Class II and Class 1 prices 
to the Class 111 price in a consistent fashion across or- 
ders. So not only did the M-W price become the com- 
mon price for Grade A milk used for manufactured 
dairy products, it also became the mover of both 
Class II and Class I prices. The M-W price was first 
used for setting minimum prices paid by regulated 
milk plants (handlers) in the Chicago Regional mar- 
keting order in 1961 and w'as gradually adopted by 
other federal orders during the remainder of the 
1960‘s. 

The M-W price was computed by the National Agri- 
cultural Statistics Service (NASS). It was reported on 
or before the 5th of each month and applied to Grade 
B milk delivered during the previous month. Deriva- 
tion of the M-W price involved a two-stage process 
involving two diflerent surveys of manufacturing 
milk plants that purchased Grade B milk in Min- 
nesota and Wisconsin. In the first stage, base month 
prices were estimated from a summary of monthly re- 
ports from a sample of manufacturing milk plants lo- 
cated in the two states. The plants reported after the 
end of the month to which the base month estimate 
applied. Hence the base month price was after-thc- 
fact. It represented an estimate of what plants actually 
paid for Grade B milk. The base month price was re- 
ported by NASS by the fifth of the month two months 
after the month to which it applied. For example, the 
base price for a September M-W would be released 
on or before October 5, and represent the estimated 
plant pay prices for August. 

In the second stage of the M-W price derivation 
process, NASS surveyed a sub-sample of Minnesota 
and Wisconsin Grade B plants. These plants reported 
actual pay prices for the first half of the month and 
estimated pay prices for the second half of the month 
to which the M-W price applied. NASS used this in- 
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fonnation to culculaic an estimate of tlic change in the 
Urade U prices imnt die base mnntii to the current 
munih. Titv change in price was added to (aubtnicted 
from) the base month price to create the M-W price. 

By the laic i980's. the M-W price had become an In- 
creasingly unreliable indicator of national supply and 
demand conditions for milk used for manuracturing 
for several reasons. Competition tor Grade B milk in 
Minne.sota and Wisconsin had substantially dimin- 
ished with steady declines in Grade R milk produce 
lion and the number of plants buying Grade B milk. 
Totui milk production in both stales had also fallen, 
resulting in excess manufacturing plant capacity’ and 
the use of various competitive plant premiums and 
fami-io-plam hauling subsidies in an attempt to keep 
plants lull. Multiple component pricing was becom- 
ing more common. And the Upper Midwest region 
(primarily Minnesota and Wisconsin) was no longer 
the only area having reserve Grade A milk 
supplies. 

A federal order hearing wus held in 1992 to explore 
alternatives to the M-W price. Proposals for other 
competitive pay prices and well as product price for- 
mulas were oflercd. IISDA recommended that the M- 
W price be replaced by the Basic Fonnulu Price 
I BFP). The BFP retained the base-month price Irom 
the M-W price, but replaced the change in the base- 
momlt price with a change in value of manufactured 
products generated by a product price formula. 
Specifically, the base month change was the weighted 
percentage change in butter, nonfat dry' milk, dry but- 
lemiilk and cheese prices. The prices used in the 
product price fonmilo were monthly average prices us 
reponed by Dairy Market News and the weights were 
ba»ed on milk use In Minnesota and Wisconsin. The 
BFP w ent into eflTcct on June 1. 1995. 

Federal order reform w a.s later mandated by the Fed- 
eral Agriculture Improvement and Refonn Act oF 
1996. Among other things the Act required USDA to 
conduct a study on replacing the BFP. The .study ana- 
lyxcd several allemalivcs inchuling another competi- 
tive pay price .series (NASS at this time was 
collecting and reporting A/B competitive pay prices), 
economic lon»ula.s and product price lurmuhLS. 

USDA ulliitiHicly recomnicndcd using pisKluci price 
formulas ilmi included make allowances and product 
yield factors to calculate die minimum niomhly prices 
for Class III and Class IV. These formulas replaced 
the DFP in January 200(). While the ttmke allowances 


und yield lactors have changed over lime, product 
price fonnulos us described earlier continue to be 
used today. 

.Shortly after their adoption. USDA called a hearing to 
consider adjustments to the Class III and Class IV 
prttduci price fonimlas to conform to a Congres.sionul 
mandate. Resulting amendment.^ were minor except 
Ibru prriposed separation of Class III and Class IV 
bunerfat prices, which was enjoined by a federal 
court before implemented. In I.ale 2fl0i. USDA is- 
sued a recommended decision to otldress the injunc- 
tion. Tlte depanmem scrapped the separate buiterfat 
classes and made some smaller changes in the formu- 
las that became effective two years later. 

USDA held unolher hearing in 2007 to address con- 
cerns of manufacturing milk plants that make al- 
lowancc.s wen* not rcriecitrig increased energy-related 
costs. Based on this hearing, higher make allowances 
were implemented July 1.2008. 

Product price formula I.ssues 

Do Class Ill/IV (>rices reflect national supply and de- 
mand conditions and plant operating costs for manu- 
facturing use milk? When federal milk orders used 
competitive pay prices (the M-W price and the Bl P). 
miniimim class prices were tied to competitively-de- 
termined prices paid by milk plants for manufacturing 
milk. Tlierc was a certain .sense of conlidence a.ssoci- 
ated with that linkage, as competition for ilic milk 
.supply (ended to diciaie plant margins, profiiabiliiy 
ami viability, nflicienl plani.s making the right prod- 
ucts attracted milk away from plants that were less-ef- 
ficient or making products with weak demand. This 
confidence has waned since 2000 when federal orders 
implemented product price formulas. Formula.s derive 
milk component values and milk prices through malh- 
emalfcal equations (hat employ assumed yields and 
inanufuciuring co.sts. Milk plants diflcr significantly 
with respect to mnnuracluring uvsts and elTicicncy. 
Manufacturing costs can quickly change with changes 
in eneigy. labor and other costs. The lixed manufac- 
turing costs in the formulas cun only change i1m>ugh 
a lengthy administrative process. Plants cannot offset 
higher manufacturing costs by increasing (heir selling 
price ofchcvse. butter or nonfat dry milk -any price 
increases are immediately retlccfed in higher NASS 
product prices and elevate minimum pay prices for 
Cltucs 111 and Class IV milk through the lonnulos 

Do rontiuta.*i use tire right dairy products? Cheddar 
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cheese, butler, nonfai dry milk and dn whey pnces 
are used in Ihv current product price formulaic. 

Do ihe prices of these products accurateK reflect the 
value of milk for Class III and Class IV uses? Ched- 
dar cheese only represents 32 percent of total cheese 
production. Not all cheese plants process whey or 
make and .sell dry whey. Increasingly larger volumes 
of w hey are being processed into value-added prod- 
ucts such us whey protein concentrates and vvhev pro- 
tein istvlaies. The prices of these value-added products 
don't necessarily move in cnrKerl with dry whey 
prices. Dry whey is used to derive the other .solids 
price in the Class III fonnula. When dry whey prices 
increased dramatically in 20u7. a higher other solids 
price was responsible fora large pan of the elevated 
Class 111 price. As a result, many cheese plants e.xpc- 
rienced unfavorable operating margins. A similar 
situation is occurring w ilh nonfat dry milk, During 
2U07-20U8 the U.S. experienced expanding exports 
of skim milk powder Skim milk powder hii> a din’er- 
ent composition than nonfat dry- milk and prices are 
influenced by dilTereni factors. But nonfat dry milk Ls 
u.scd to derive the nonlal .solids price in the Class IV 
formula. 

Are pixHluct prices representative? PrtKluct price for- 
mulas require reliable and representative market 
prices for dairy pa«ducl.s in order to derive accurate 
componem values. Butter and chce&c prices arc tied 
strongly to wholesale prices on the Chicago Mercan- 
tile Exchange (CMM). But largely because of con- 
wns over the thinness of the CME cheese and butter 
markets (few traders and a small percentage of the 
dairy product actually traded k prices reported by 
NASS arv used instead. NASS collects actual sales 
piiccs frmn reporting phmLs. but does not include 
contract sales with prices longer than .^D day s. 

Despite criticism of iIk CME butter and cheese mar- 
kcu. the industry' uses CMI: prices as formal or infor- 
mal references in establishing acnial selling prices for 
the va.si majority of transactions. This raises imptvr- 
(anl qucstion.H. Do CMH price.s accurately reflect 
broad market conditions or arc they subject to mantp- 
ulalion? Should the prices in forw ard pricing con- 
tracts be iticitidcd in NASS reporting? Siiwc NASS 
reported prices lag CME and actual selling prices, 
would using CME prices in i'onnulas yield Class III 
and Cla.ss IV values more responsive to rapidly* 
changing market conditions? Would stvme other re- 
ported prices — such as futures market prices — better 
rcncci dairy product values? 


Aiternaiives to current product price 
formulas 

The inherent problems and issues with the curreni 
product price formulas have spurred interest in ex- 
ploring a different means fiir establishing minimum 
Class III and Class IV prices aitd moving prices for 
Class II and Class 111. Some alternatives to consider 
include: 

• .iniend current product price formulas: Consid- 
cratitm could be given to including otitcr pruducis in 
the formulas, such mo/ 2 arelta cheese and whey pro- 
tein concentrates, tfowever. these products are not as 
stondardii^ed a.s is cheddur cheese or dry whey. Also, 
manufacturing cost could be adjusted more quickly 
by indexing input costs such as energy and labor in 
the ftimtulas. But the issue of differences in costs and 
ctTiciencies among plants remains. 

• Use economic index formulas:: As noted earlier, 
economic index funnulas were widely u.sed in setting 
minimum fedeml order prices during the I440's and 
WSO'.s. Economic fonnulaa can consider a large num- 
ber of factors reflecting general economic conditions 
and supply and demartd for milk and dairy products. 
But a.<signing appropriate weights to factors is an 
issue and K is uncertain whether prices resulting 
from economic fonnulas winild adequately reflect 
dairy product market conditions and allow these 
markets to clear. 

■ Include milk production costs when settinjf 
prices: Dairy producers argue that federal order 
prices ought to reflect the cost to produce milk. 
Changing federal order prices to rcHect changes in 
milk production cosLs would reduce the price risk 
now faced by dairy poxluccrs. (his could very well 
spur expanded milk ptxxluciion beyond market needs 
and increase government cost under the dairy prod- 
ucts price supprirt program, or necessitate some type 
of government supply monugeincn!. Further, milk 
production coats vary considerably among dairy pn> 
ducers within and ucros.s regions. Using ait average 
cost of production would favor low co«t producers 
and regions and could still be judgevi inadequate by 
pRHlucers in high co.si regions, 

• Return to a competitive pay price: With practi- 
cally alt of Ihe nation's milk production Grade A. 
there is not enough Grade B milk to hose n competi- 
tive pay price. Not all Grade A milk is regulated 
under orders, but unregulated Ciradc A milk may not 
be produced in area.s of strong plant competition for 
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milk. Areas where most of the regulated Grade A milk 
is used to make manufactured dair>' products and suf^ 
tkieni plant competition exist could be considered for 
determining a compclilive Grade A pay price. Regu- 
lated manufacturing milk plants could be exempted 
from paying minimum Class 111 and Class IV prices. 
The actual pay price by these exempt plants could 
then be used as the conipetiti>e pay prices for setting 
the minimum Cl3.ss III and Class IV prices and mov- 
ing Class I and Class If. To be feasible, this option 
would need to include some provision for exempt 
manufacturing planks to share in the federal order 
pool. 

• Poo! difftfreiuiaMw minimum Chss til and 
Ctas> tv price: Under this option there wxiuld be no 
established moiiih(> minimum plant pay prices fur 
Class 111 and Cla&s IV milk. Milk plants would pa> 
whatever market competition dictated and repi>n 
Class 111 and Class IV milk volumes to the federal 
order pool. Milk plants with Cla.ss 1 and Class 11 milk 
would pay into the federal order ptml the respective 
Class I and Class II ditVcrvniials on Class I and Class 
11 milk volumes. The sum of this Class I and Class 11 
dincrciuial revenue would be divided by the total vol- 
ume of milk in the pool to detemiine a market wide 
unifonn Class l/ll value per hundredweight to be paid 
to dairy priuluceni. Under competition the low cost 
and more eflicient plants would mo.sl likely drive ac- 
tual pay prices. Without announced minimum prices 
for Class I and Class li milk, dairy cxxipcratives could 
flird it more diiricuh to negotiate over order premi- 
ums. T he cost of raw milk to emnpeting Class I bot- 
tlers could also dilTer among biiitlers. 

• Set prices through Federal order hearhtff s: I ’cd- 
eral order prices could be determined by having 
USDA periodically hi)ld hearings and issue mtoimiini 
prices based on the bearing record. Hearings could he 
time consuming and easily for regulated handlers. 
Further, unless hearings were held trequeniiy. estab- 
lished minimum prices could become quickly out of 
date. 

Setting Clas.s I dilTerentials 

Historicul review 

Tire following criteria have been ased in the past to 
establish Class I din'crcniials: 

■ The additional cost of meeting Grade A ( versas 
Ciradc H I standards.* 

• Costs of transporting milk from areas of production 


to areas of consumption. 

‘ Cost of producing milk in the supply area. 

* Supply and demand for milk, including the cost of 
altemalive supplies. 

Class I dilTercnlials arc set for each federal order and 
aligned between orders. Within a market area dilTer- 
entials decrease with distance frttm a major consum|>- 
lion location. TItis is lo partially account fli>r the cost 
of moving milk to (he consumption location. Align- 
ment of Cla.ss I ditVcrentials between federal orders 
was iiuaukd u> assure orderly movement of milk 
from reserve areas to deficit areas when needed. 

By (he early 1%0's it was recognised that improved 
ininsportaiion and packaging technology hud nvadc 
markets fur manufacturing dairy products national in 
scope. Federal order.s were gradually amended to use 
the same minimum price for manufaduring use 
mi)k"-Class III -in all orders and lo use the Class III 
price to move the Class i price. The Minnesota-Wis- 
cunsin (M-W) Grade B price series was initially 
adopted to serve Utis purpose. 

Over time. Class 1 diRcrentiaU were set to establish 
Uau Claire. Wisconsin, as a single basing point to 
align Class I prices among orders cast of the Rvseky 
MounUiins. In the l96Us. W'iseonsin and Mimtesol:i 
were the principal source of reserve Grade A milk 
when need to provide supplemental milk for fluid use 
in other markets. Class 1 diiTerentials increased about 
IS cents per hundredweight per ICiO miles with dis- 
tance Train Ifau Claire, which was rouglily equivalent 
to hauling costs for bulk milk sltipmenis. tltesc dif- 
ferentials remained uiwhanged irom l%8 lo I V85 de- 
spite increases in transportation costs. The nitionale 
for keeping dirferentials constant was that Federal 
order prices were minimum prices, and dairy coopera- 
tives could negotiate premiums to cover lire added 
cost of inmsponing milk. Further, less and less re- 
serve Grade A milk from the Upper Midwest was 
needed to supply di.siant markets. 

In 1985. Congress passed legislation that increased 
ditTereniials for fcdetTi] order markets disiHjii from the 
Upper Midwest. By (lie late l9H0s. milk productiisn in 
the (radilionnl dairy stales like Minncsolu and W’i.n- 
consin was stabilizing or declining while milk pro- 
duction in some other stales with much higher Clas.s I 
dilTeruntiais. for example Texas, w as increasing. Re- 
serve supplies of milk for Class I use outside of the 
Upper Midwest were also increasing. 

The Upper MidwciU charged that higher ClarrS I dif- 
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fcrcmials ^^cre encouraging expanded milk produc- 
tion not needeti rbr Class 1. 1 he excess milk was 
being allocalcd to manufactured dair\ products, low- 
ering market prices and producer milk prices in areas 
where the mnji>rity of milk was u^ied to make manu- 
factured dair) products. In 1990, USDA held a na- 
tional federal ordcT {tearing to review Class I pricing. 
IJSDA's decision was to retain existing Class I diHlT- 
enlials. A suit challenging the legality of Ctas.s I dif- 
feremiais was Hied by the MinnestMa Milk Producers 
Association in early 1990. TIte suit was ultimately 
dismissed in 1999 after several appeals, reversals, and 
remands. 

Ute Kcdcra) Agricultural Impruvcmcni and Rclbrm 
Act of 1996 mandated fcdcml order refunn including 
a review of the structure of Class 1 diirercniials. ARer 
exteitsive study. USDA isstied a tlnsi rule for a much 
flatter Class 1 price structure. The final rule was ap- 
proved hy producers in an August 1999 referendum. 
Howtner. before the modified price surface could be 
implemcnicd. Congress intervened, passing legisla- 
tion Uiat required USDA to aditpt a price surface more 
.similar to the status quo. 

A Icdcral order hearing was held in May 2007 to con- 
sider proposals to raise Class I difl'ercniials in three 
dcHcil federal orders— Florida, Southeast and Ap- 
palachian. Justification for the increases was to altracl 
and allocate Grade A milk to Class I needs. U.SDA is- 
sued un interim final rule granting (lie propo.scd in- 
creases in March, 20()K. Iltesc increases changed lire 
alignment of Class prices in adjoining orders, leading 
to requests for hearings to increase Class I dilTeren- 
linls in these orders as welt. 

IS.SUCS with Class I difTereiiHals 

flxisting Class 1 dilTcrcniials range from SL60 per 
hundrcdweigJtt in pans of the Upper Midwest order to 
$6.1)0 for Miami. Considering the availability of tnilk 
supplies naiionally and the ability to transport raw 
milk as well a.s packaged beverage milk products, die 
rationale for these diflervntials can be questioned v»n 
several grounds: 

• Adetfuaiy of milk supplies for Class I needs: In 
2009.Clas.s I utilisation for the 10 existing orders av- 
eraged 57 percent with a high of 86 percent for the 
Florida order to a low of 14 percent for the Upper 
Midwest order. Only three of the 10 orders —Florida, 
Appalachian and Southeast — have insuflkient local 
supplies of milk to meet Class I nccd.s year-round 


There are considerable seasonal diflercnces in the ad- 
equacy of local milk supplies in these three markets, 
w ith major shortages in mid-summer and early fall 
and excess supplies during the winter and spring. But 
regardless of season, the national supply of Grade A 
milk to meet fluid needs is more than ample. 'Uie 
issue Itere is whether the geographical .structure of 
Class I prices should encourage an adequate supply of 
fluid milk at the local level oral the national level. 

• Pnference for local milk: Reloted to the Issue 
above is whether consumers prefer local milk to milk 
acquired from distanl markets and what cost they an: 
willing to bear to promote local saif-sunicicncy in 
fluid milk. Conirary to the early days of federal or- 
ders. iiuNJem transportation und packaging mcllKxis 
allow raw milk and packaged heverage milk to be 
transported long distances without negatively afTect- 
ing milk quality . This calls into question the need to 
have local milk supplies to a.ssure w holesome fluid 
milk products. And even ifUKal supplies are judged 
to be preferable, it is doubtful that Class I difTetvnlials 
in seusonally-deflcK milk markets can he increased 
enough to achieve year-round sclf-sulTicicncy without 
encountering serious inelVicieitcies. Year-round sclf- 
sulTiciency would require higher co.sts to either iranv 
port milk out of die market during seasonal surplus 
periods or to construct and operate manufacturing 
plants to handle the seasonal .suiplas locally . Rather 
than increasing Class 1 differentials to induce high- 
cosi liK'nl production, would obtaining milk from 
reserve markets be a better option? 

• Sinple hosinp point: The Upper Midwest is no 
longer the major source of reserve Grade A milk. The 
related question is why Class I differentials should in- 
crease with distance from the Upper Midwest to re- 
flect the cost of iransporling raw milk that is seldom 
if ever transported. Should multiple hasuig points he 
csiablislicd to reflect the hK'ation of other reserve sup- 
pi le.s? 

• Allocating Cirotle A supplies to Class f use: 

Grade A milk supplies are more than adequate for 
Class I ncxxfs and Class I ditlcrenlials rc.sul( in Class I 
typically being the highest class price. NeverthelcsK, 
Class I needs arc not always readily satislicd. even in 
low Class I utiitzalion markets. Regulated manufac- 
turing plants within in an order market area are oflen 
reluctant to give up milk to Class I bottlers, ihis 
problem is most serious during suntmer and fall 
months, when milk production is seasonally low and 
manutaciuring plants need to build inventory of butter 
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Hiiil chcc&c for fall and early winter &aics. Plus opemt* 
ing a plant at signillcanily less than capacity' increatics 
average manufacturing costs. Increasing Class I dif- 
fercntials is not likely to remedy this problem. Other 
means need to he ennsidured such as imposing ship> 
ping rcqiiircmeni.s on supply plonl to meet Class I 
needs, implementing market administrator "calP 
provisions to require supply plants to ship milk wlten 
needed, providing adequate iransporuiitoii alUtwances 
for transporting milk to bottlers and compensating 
supply plants for the cost of operating at mdiiecd 
capacity. Similar means need to he considered for 
allocating rcser>e milk supplies to deficit markels. 

• ^ejioiiaied over tynier premimns-. Federal order 
prices are minimum prices and not al\says cfteclive 
prices. This allows for dairy coopenilives supplying 
Iluid milk plants to nugolialc premiums that reflect 
market condhiorui and compensate tor costs associ- 
ated with transporting milk, balancing fuiiciions and 
other mari<et w ide services. Ibe vast tmijorily of 
(imde A milk is marketed hy dairy cooperuiives. 

The question is. do higher Class I dilVcrenlials ivtlucc 
the ability of dairy cooperatives to negotiate premi- 
ums. and itM), would mising difTerentinls reduce 
their ability to perform murket-widc serN’ices that 
enhance the ahilily of federal orders lo meet their 
stated objectives? 

Number of Milk Cla.s.ses 

As purl of federal milk marketing order rctbrni matt' 
datetl by the Farm (Jilt, federal oniers estab- 
lished four uniibrm classes of milk use. I^iry 
products within each of the four use classe.s were 
defined idenitcully acmss all federal orders. Tite ap- 
pmprialencss of this four class system is now being 
questioned. A key question relates lo the relative price 
elasticity of demand for various doiry products. The 
assumption tiuu demand tor beverage milk is more 
inelastic that the demand for manufacuired dairy 
products is the basis for price discrimination- - setting 
a higher minimum price for milk assigned to bever- 
age use. is that assumption still valid? Another issue 
is what products lo use in setting cla-ssifted prices in 
pricing formulas. Hundreds ofeheese varieties arc 
ntadti today, yet only cheddur cheese i& consideFed m 
establishing (he minimum Class 111 price. Modem 
technology .illows milk components to be separated 
into refined components for a variety of uses in milk, 
products and other food products. Some argue that 
there ought to be more classes to reflect Uiis much 


broader use of milk and mrik components. Others 
uigue that there Is alrciidy too much difTiculty and 
controversy over htm to establish minimum prices for 
the four classes currently used, and any e.vpansinn of 
closuSCH would only make mutters worse. It would be 
extremely difTicull. if not impossible lo osiablish sep- 
arate classes for all of the possible uses of milk and 
setting the appropriate minimum pay price for each 
class. Attempting lo do so may he over-regulaiion of 
milk pricing. Some are suggesting n better approach 
may be to reliim lo the two class system, one for hc\ • 
erugc use milk and one for milk used for all types of 
manufactured dairy products including existing Cla.ss' 
11 products. 

Historical review of multiple classes 

While it was instiliilionali'^ed with federal and stale 
milk marketing orders, clossiltcd pricing pre-dates or- 
ders. lo the I920's, some dairy cooperatives hnplc- 
mented a two class pricing system in an attempt to 
reduce (he seasonal swings in milk prices. A higher 
price was negotiated for milk used for beverage pur^ 
poses and a lower price for milk ased to manufactur- 
ing daio products, primarily cheese and butter. With 
beverage milk having a more inela.siic demand than 
manufactured datiy products the avemge milk price 
was higher under this two class system liiaii under flat 
pricing. However, dairy cooperatives lacking sufll- 
cient market share of raw milk had limited success in 
fK>lding all milk plants to a two price system. Dairy 
cooperali>c.s as well us milk plants in general sirp- 
poned the passage of the Agricultural Marketing 
Agreement Act of 1937 which authorized federal milk 
tnarketing orders. 

Initially, federal onlcRt used a two class sy stem, one 
for {leverage use milk {Class i)and another for all 
manufacturing u.se milk (Class 11). with Class I priced 
higher ilvan Class II. Factors jusiifying tite higher 
Class I price were: beverage milk has a more inelastic 
demand than rnanufiictured dairy products so charg- 
ing a higher price henellts pnvducers ihnmgh price 
di.scriminalion; milk for bevenige use must he ('trade 
A. so producers should he compen.saied for die higher 
cost to produce (irude A versus Grade B milk: and 
producers should he compensated for die higher cost 
of transporting Grade A milk to city Kutling plants 
rather than to the corner creamery or cheese factory. 

Later, u third class was udded for milk used to manu- 
facture sol) products such as ice cream, cream prod- 
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uc(s. cottage cheese ai)d condensed milk products. 
Tliis wjLS justiHed on grounds dial .sud products were 
more perishable than other manutaciured itairy prod- 
ucts. t-'niil the early most federal orders used 
the three class system with Class I being beverage 
milk products, C)a.ss ii sod riianufacturL'd products, 
and Class 111 cheese, butter and nonfat dry milk. 

Tire ibiw class system work fairly well for more than 
30 y ears. But by 1993. there was agitation in some 
federal orders to include u fourth class— Class III- 
A— for milk used to make biitlei and nonfat dry milk. 
Proponents argued that butter-powder plants could 
not afford to pay ss much for milk aa cheese plants 
because of chronically lower market returns for butter 
and nonfat dry milk. In addition, dairy cooperatives 
provided a market-wide service of balancing the 
Class 1 milk supply by operating buner-|>owdcr plants 
to absorb milk on days that bottlers did not operate 
and to adjust for seasonal milk supply -demand imbal- 
ances. This balancing service benetlted all producers 
but at a cost to members of the cooperatives because 
the butter-powder plants had to operate at widely- 
lluctnaiing levels of full capacity. C'las.s lll-A was 
deemed a way for all producers within the federal 
order to share balancing costs. Federal order reform 
effective January 1, 2(HI0 continued the four class 
system with Class IV replacing Class ill-A. 

During most of the time the federal order three class 
system was iu place. Ute momhiy mlnimuin Class III 
price and the mover of the Class I and Class II prices 
were set using a competitive pay price — the Min- 
nesoia-Wisuonsin Manufachiring Grade Milk Price, 
or M-W, I he M-W was calculated by USOA as an av- 
erage of Cirade B producer milk prices paid by butter- 
powder and cheese plants located in the two states. 
Under this system plant competition helped to assure 
that milk used in Class ill moved to its highest and 
best use. 1 f cheese generated higher returns that did 
butter-powder production, more milk would be allo- 
cated to cheese and vice versa. This changed with the 
1993 implementation of a fourth class. Class Ill-A in 
some orders. With two classes for mamifacturlng use 
milk. Class 111 and Class lll-A. coupled with market- 
wide |H>oling there was less iiiccmivc for manufactur- 
ing milk plants to allocate milk to the highest and best 
use. Forexatnplc, from 1993 to 1995 U.S. milk pro- 
duction grew 3.1 percent. But nonfat dry milk prir- 
duction grew by 29 percent and govenimcnl stocks of 
nonfat dry milk under the federal dairy prices support 
program increased by 419 percent. 


Federal order refonn in 2(K)t) implemented the four 
class system for all federal milk marketing orders. 

F' urthcr (he competiliv e pay price series for setting the 
miniimun Cla.ss III and Class IV prices and movers of 
Class II and Class 1 was replaced with product price 
fonnulas having fixed make allowances and product 
yields. Product price formulas appear to have funltcr 
reduced the incentive to move milk between Class Ml 
and Class IV. Fven though buitcr-pow'der prices may 
be depressed relative to chccsc prices, there is liuJc 
incentive to allocate moa‘ milk to cheese as lung as 
buner-powder plants are pntfitablc w itii Ute fixed 
make allowances. 

Issues with (he four class system 

Enhanvhig dairy producer revenue: Classified 
pricing is price discrimination that is assumed to 
enhance dairy producer revenue. In order for price 
discrimination to benefit producers, the price elastic- 
ity of demand for the dairy pixnlucis in the differant 
classes of milk must be difi'erenl and the price for the 
class containing the products whh the most inelastic 
demand must be higher. Historical studies docu- 
mented that beverage milk products iit Class I had a 
more inelastic demand than manufactured products 
like butter and cheese, riiiis producer revenue would 
be enhanced with Class i lutving the highest mini- 
mum price. While beverage milk demand may still 
be more inelastic than, suy, demand tor cheese, it 
may be loss inelastic today and the difTerenees in 
clajiticity between beverage milk and cheese may 
also be less." F.iasticity value.s need to be frequently 
re-evaluuted to citsura that relative federal order 
prices benefit prodticers. 

It is quostionobic whether having a separate Class 11 
for soil manufactured |iroducts adds much to pro- 
ducer revenue. Clas.s 11 is priced juit S0.70 per hun- 
dredweight above an advanced Class IV price. I'or 
2009. Class II utih^atfons rajiged from a low of4 per- 
cent for the Upper Midwest Order to a high of 20 per- 
cent for the Northea.sl Order with a wciglticd average 
of 12 percent for all lO orders. 

improving dairy' price stability: One objective of 
federal mflk inurkeiing orders is to help stabilize pro- 
ducer milk prices. Howrever. having Ihrac separate 
classes for manufactured products along with using 
market-wide pooling and product price formulas with 
lived make allowances and yields and may actually 
add to price instability. Separate clas.ses for milk used 
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for muiiuracturiitg may uImj slow the recovery from 
low producer pay prices. Because of fixed munutac* 
luring allowances, there is little incentive for some 
plants to allocate milk quickly to the highest and best 
use. Hroduci price formulas may hinder the ability 
and incentive of manufacturing milk plants to attract 
more milk during periods of higher product prices. 

Tor example, when clwese prices strengthen relative 
to buuci and nonfat diy milk prices the product price 
formula uses the higher cheese price resulting in a 
higher cost of milk to the cheese plant w rth the net ef- 
fect of no improventent in plant margin. Likewise the 
buner-pimder plant can optimize plant margins by 
operating at near full plant capacity and therefore lias 
little incentive to release milk to a cheese plant. 

Effettivtness of the federal dairy product price 
support prosram: Having one manufacturing class 
for butler and nonfat dry milk and aimiiicr for cheese 
may lessen the clfeciivencss of the Dairy Paxluvi 
Price Suppoil Program discussed earlier, l-'or exam- 
ple. with product price formulas the chccsc plant has 
a fixed make allowance (plant margin) regardless of 
the price of cheese, And w ith market-wide pooling 
the cheese plant is able to atntpeie with the buner- 
powder plant for raw milk. Iltc combining of Class 
III and IV into one manufacniring class may increase 
the competition for milk used for butter and nonfat 
dry milk versus cheese, thus making the dairy pnxluci 
support program more eIVcclivc. The CCC purchase 
price for cheese may return the cheese plant a better 
margin than the market price for ctiecsc. enabling ilie 
plant to heuer compete with a butter-powder plant for 
raw milk. 

Is a separate Class IV needed for halancing? I'hc 
argument in 199.^ for establishing a Class lll-A for 
butter and nonfat dry milk was partly one of compen- 
sating dairy cooperatives for balancing the Class 1 
market. Compared to making cireesc. surplus milk 
can more readily he manufaeUired into nonfal dry 
milk for longer term storage. Tlrcre is a cost to dairy 
coopemiivcs to perform this balancing function yet all 
dairy produccTS within the given federal order ntarket 
benefit. With a separate Class ill-A and ruiw Clas,s IV. 
all producers w ithin the federal order market share in 
the cost of this balancing. 1 lowcver. a belter alterna- 
tive than having two separate classes tor hard manu- 
factured products may be for the federal order to 
provide market -wide .serx'ice payments out of the fed- 
eral order pi>ol to compensate dairy coopenilivcs for 
balancing. Dairy cooperaitves also can and do negoti- 


ate over order premiums, lltcsc premiiuns are in part 
compensation ibr balancing and other services. 

Establishing appropriate minimum class prices: 

If milk is to be elVectively allocated to its highest and 
best use. having appropriate minimum class price.s is 
critical. As noted above, Uie meilKMl ol' establishing 
minimum prices for Class 111 and Class IV has been 
comrovifr.stal. With more manufacturing classes, 
problems could be ampiined. 

To illustrate, consider the calculation of the Class 111 
price, fhe Class III price is the sum of three milk 
component values using USDA-NASS montlily aver- 
age product prices in the product price formulas: ( I ) 
the butterfai price per pound based on the Grade AA 
blitter price; (2) the protein price per pound based on 
Cheddar cheese -lO-pound block and barrel prices and 
the Grade AA butter price: (3) the other .solids price 
based on the price ofdry whey. Many questioas can 
he raised about this method of deriving a minimum 
Class 111 price. Pniiein is based solely on the price of 
Cheddar cheese, but hundreds of cheese x ariclies ore 
made. The other solids price is ha.scd .solely on the 
dry whey price, yet many cheese plants don't make 
dry whey. In addition, modem technology allows for 
the separation and Iraclionation of milk components 
into various milk paueins and protein isolates having 
different uses and values. Conscgucnily, expanding 
the number of manufacturing classes to reflect this 
multitude of uses and attempting to develop appropri- 
ate product price fonnulas for each class would be a 
seemingly impossible task. Furthermore, addhional 
manufacturing classes would not ussua* milk is bei- 
ter-allocBlcd in the highest and best use. 

Combining all milk used to make munul'aciurcd dairy' 
products into one cla.s.s docs luil make establishing an 
appropriate minimum price for the combined class 
ea.sy. One approach may be to use a wci^ied average 
of several product price formulas. A hcilcr approach 
to consider would be replacing product price rortnula.s 
with a competitive pay price scries derived from a 
survey of actual raw milk pay prices from milk plants 
manufacturing a w ide array of dairy products. 

Dairy product innovation: Some argue tliat the ex- 
isting four class system in federal marketing orders 
curtails dairy product innovation. This issue pertains 
both to how milk is classiHcd as Class I and the three 
classes for milk u.sed for manufactured products. For 
c.xample. innovators may be reluctant to use milk pa>- 
ttf ias for a new be\ erage product if the new product 
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wilt be classifivd as Closs 1. \h\s could make the 
product ntore cosily titan using vegetable pi'oteins 
us an alicmadvc, Dcn\ ing a minimum pay price for 
each separate manuracturing use of milk may have 
similar efTcct, especially if ihe correct milk products 
or milk components arc not considered. Milk compo- 
nent values do not always move togeUtcr. For exant- 
plc, in 2007 the price of dry whey inercused substan- 
tially relative to prices for whey protein coiicenlmtcs. 
Since only dry vvhey is used in the Class III calcula- 
tion. milk plants making whey protein concentrates 
were at a competitive disadvantage to those making 
dry whey. Petiiaps this pmhiem could be minimised 
by a change in the Class 111 product price fonnuls. 

Bui federal milk marketing orders disincentiv'es to 
dairy product innovation can best he eliminated by 
having one mamifacturing milk class and using some 
type of competitive pay price to set the minimum 
class price. 

Pooling 

Pooling issues have been hequeni topics of discus- 
sion. especially since federal order reform was imple- 
mented in January 2000. Particularly contnncrsiai are 
depooling and distant pooling, both ol which alTcci 
fcdcnil order tn'oducer prices. Numerous questiotis 
have been raised related to what is pooling, which 
producers are eligible to share in federal order pools, 
what is a pool milk plant. Itow do regulated manufac- 
turing milk plant.s decide to p(>ot or dupool. and how 
docs p(K>ling affeci producer pay prices, in particular 
the pmducer price difTerenlial (PPD) and the uniform 
price. 

The terms pool, pooled and ptKrIing have several 
meanings within federal i»rders, which leatls to some 
confusion. Pooling mfera to both milk and money. A 
federal order milk pool refers to tite amount of milk 
eligible to sham in the fcdcnil order money pool. A 
federal order money pool is die amount of money 
generated by applying minimum federal order Class 
prices to d)c amount of milk used bi each Class 
within an order. 

Each federal order has a marketing area. A marketing 
urea dellncd as a geographical area where fluid 
milk plants compete for sales of Class I milk.* The 
marketing area is not witere milk is produced; it ts 
where fluid milk is sold. Pooling involves the associa- 
tion of both locally produced milk (milk produced 
within the market area) and more distant milk with 
pool plants 


Three types of milk handlers can be designated pool 
pianis under an order; 

1) Distributing pUmh: Plants that process, package 
and sell beverage milk pnKlucis within (he dcstgnaied 
marketing area. Distributing plants muy procure milk 
directly from producers or obtain milk from .supply 
plants and cooperatives. 

2) Supply plants: Plants that supply raw Grade A 
milk to distributing plttnts. These arc manufacturing 
milk phinls. like cltecse plants, that procure milk di- 
rectly from producer^ or obtain milk from cooi'vra- 
tives. While engaged printartly in manufacturing, 
supply plants help assure an adequate supply of milk 
for fluid purposes by carrying a fluid milk reserves. 
.Supply plants also provide a balancing service by 
manufacturing milk that is not needed for fluid pur- 
po.ses on days when bottling plants are not operating 
and handling seasonal surpluses. 

3) Dairy cnnpurativts: Some dairy cooperutives bot- 
tle milk and others have manuracluring facilities. 

( )Uicr cooperatives are involved in exclusively in rep- 
resenting thetr members in negotiations with propri- 
etary linns. Dairy cooperatives, like oilter handlers 
am obligated to the federal order piK>l for the estab- 
lished minimum prices. But, cooperatives arc not ob- 
ligated to pay titcir mcmbcr-poKlucers the order 
minimum producer prices. Cooperatives oflen *Te- 
blend*' the proceeds from milk sates across two or 
more federal order markets and pay their members 
prices in difforent regions that reflect different com- 
petitive conditions. 

W'heiher or not a milk plant or dairy cooperative is a 
piM>l plant, i.e., a regulated handler under a specific 
federal order, hinges on whether the plant meets the 
order's performance requirements. Perfominnce re- 
quirements for distrihutlng plants are difTerent from 
those applying to supply plants and eixiperalivcs. Tor 
dixU’ibuting plants, performance requirements pertain 
to the percentage of the plant's packaged milk that is 
distributed within die marketing urea. If the dLsiribui- 
ing plant meets the required minimum distribution 
percentage under tl>e onier, it is pooled — there is no 
choice in the matter. Pooling is required because fed- 
eral orders assure that nil lluid milk handlers have the 
same minimtim cost of raw Grade A milk to prevent 
one handler from gaining a competitive advantage 
over another in pruce&sing and selling packaged milk 
within the market area. 
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r-oTikUppIy plants and dair> coopcrauvcs. perform- 
ance requiremenu arc called sliipping requirements, 
and relate to the percentage of their milk receipts Utai 
must be .shipped to a distributing plants. Hut unlike 
distributing plains, .supply plants and cooperatives can 
decide whether they wish to meet the shipping re- 
quirements or not. The minimum shipping percent- 
ages required of supply plants or cooperatives vary by 
federal milk order. Shipping requirements depend 
upon the local supply of milk in relation to Class I 
milk needs, in federal milk orders with relatively high 
Class I iilili/tition, like the Southeast, Appalachian 
and Florida orders, the shipping requirements ure 
higher than orders with relatively low Class I utili/a- 
tloit like the Upper Midwest order. 

Shipping requirements akso may vary by months of 
the year. In the South and Southeast milk production 
is very seasonal, with production dropping otT sub- 
sianliaily during summer and fall tu the point that lo- 
cally pniduced milk is short of inecitngL Class I needs 
and smile distant milk must he purchased by distribut- 
ing pkijus. Shipping requirements are higher during 
those months. 

Tlie incentive for supply plants and dairy ctHipera- 
lives to meet shipping rcquircmcnl.s and become 
pot^led under u given order is .sharing in the order's 
money pool. Cach rcgulalcd handIcT is obligated lo 
pay the established monthly minimum prices tor the 
four classes of milk according to their milk receipts 
for ilie month, which makes up the federal order 
money pool. The federal order money pool is divided 
by the federal order milk pool to derive a w eighted 
average value of milk for ihc entire order, called uni- 
form price. All pool handlers within the (>rder pay 
pmducers this same uniform price. 

Producers atllliatcd with pooled handlers individually 
receive this uniform price tadjusicd for milk composi- 
tion and quality), regardless ofhow their milk handler 
uses the producers' milk (I.Ch to which Class llicir 
milk is assigned. ITiis is possible through the use of a 
producer setilcmcnt fund. The federal order market 
administrator calculates llie weighted average value 
of milk for each ptmled plant, applying the minimum 
cla.ss prices to the volume of milk used by the handler 
in each class. Ifa handler's weighted average milk 
value is greater than the uniform price for the entire 
order (u.sually a Class I bottler), then the handler will 
pay the dIfT'ercnce into a producer settlement liind. 
that is the difference multiplied by die h.'sndler's pro- 


ducer deliveries for the moiuh. If the handler’s 
weighted average milk value is less than the unifonn 
price for the entire order (usually a manufacturing 
plant such as a cheese plant), then the handler draws 
out of the producer settlement fund the difference 
times its pnxlucer deliveries. 

Mligibility to receive this pool draw is the primary 
reason that cheese plants seek pool status under the 
order. These plants arc intercsted in making cheese, 
not supplying milk for Class I use. Bui their limited 
commitment to service the Class I market and the as- 
MK'iated pcMti draw provides them with revenue to pay 
their producers beyond what they receive from selling 
cheese and whey. 

Issues with pooling 

Major pooling issues concern what milk can or must 
he pooled, both loc'ally produced milk and distant 
milk, ami depooling. 

Pooling locally produced milk . A major ubjoctivc of 
federal milk marketing orders is to u.ssure consumers 
of an adequate supply of Grade A milk for beverage 
use. When federal orders were initially implenienied, 
the majority of milk produced w as Grade B, which 
was not eligible for use in packaged nuid milk prod- 
ucts. Grade A milk received a premium above Grade 
B. Through time, ihedliVercnccs between tirade R 
and Grade A standards narrowed. In Ihc ]950's. the 
movenieni from cun-sliipped milk to bulk milk uuik.s 
on the farm often requja*d modemi/ation of (he milk 
house which helped Grade B pitnluccrs to meet tirade 
A standards. With premiums paid for tirade A milk, 
the narrow ing of Grade B and Grade A standards and 
conversion lo hulk tanks, mure ,ind more of lltc milk 
production became Grade A. Today, 9*^ percent of 
nation’s milk pruduciion is Grade A and eligible to 
be pooled under a federal milk order. But. of the ID 
existing federal oolers only three — the Appalachian. 
Southeast and Florida orders — have Class I utili/ation 
of 65 percent or higher w itli an average of 37 percent 
across all 10 orders. In six of the federal orders Clas.*; 
Ill utili/aiion exceeds or is close lo the Class I uiili^- 
tion. In general (here is more Grade A milk pmiled 
under federal orders than what is required tu meet 
Class I needs and having a reasonable Grade A re- 
serve, As more and more Grade A milk became 
pooled taider a federal order die C lass I utili/ation de- 
clined lowering (he unifonn price paid to producers 
asstKriaied with a regulated handler. 
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Producers under federal milk marketing orders are 
dairy farmers who arc eligible to simre in federal 
order money pool. To be designed as a producer 
under an order a pcrceniage of tire pnaluccr's milk 
must be delivered to an order distributing ix>ol plant. 
As more (irade A milk became pooled under a federal 
milk order, both the performance requiremenus and 
shipping requirements ssere lowered since a smaller 
percentage of producers* Cirade A milk was required 
10 meet CIs^ 1 needs, foday. with almost all milk 
Grade A. this required delivery percentage has been 
lowered to the point whera low Class I utilizalioti fed- 
eral milk orders like the Upper Midwest require that 
just one day per year ofa producer's milk production 
he delivered to an order pool distributing plant to 
meet qualification requirements. Tliis is oHen called 
“touching base**. .After touching btisse, the pool plant 
may thereafter divert the producer's milk to a non- 
pool plant (i.e., a milk plant that is not a'guiated by 
the order) and the producer continues to remain eligi- 
ble to .share m the federal order money piH>l. 

Unrestricted pooling is inclTicicnt in that it iitvoKes 
expensive transportation of milk simply to meet order 
performmice standards. tUit at the same time, itnre- 
sirieicd pooling is equitable in the sense of allowing 
any Grade A milk plant to become a pool plant. 11ie 
question becomes whether all manufacturing milk 
plants pim;ha.sing (irade A milk fatm producers 
should be eligible to prad under a fcdcnil milk order. 
IfiioL. then wlial criteria slumld be used to establish 
pooling cligibilit) — location of potential supply 
plants relative to distributing plants, plant si/e. prod- 
ucts manufactured? Whutever criteria is used, cftl- 
eiency gains would come at the expeasc of equity 
losses. 

Pntduccr^Handter Exemptwtis, Another local pool- 
ing issue relates to the treatment of prodnccr-lian- 
dlcrs. dairy priHlucers who ptttcc.ss and sell packaged 
lliiid milk. Federal orders have hLstorically rK>t re- 
quired producer handlers to account u> the poo) for 
C'lo-ss I sales provided that all of their .sales come 
i'rom milk produced on Ute farm. 

Until recently, producer-handlers were mostly dairy 
farmers with on-fann sales oi limited local distribu- 
tion. Hence, their exemption had little impact on the 
size of the money pool for the markets in which they 
operated. I lowevcr. some larger producer-haraJlers 
began to show up. some with herds holding thousands 
ofcow'.s. Class I sales from these operations displaced 


large volumes of sales from regulated dtstributing 
ptanis. signiftcamly culling market Class I ulili/aiion 
and producer revenue. I.aruc sales of packaged tluid 
milk pruducLs in (.alifomlo by an Ari/ona producer- 
handler exempt under the .Arizona-l^s Vegas order 
led Congress to pas.s a law in 2(K)6 ( PI 1 09-2 1 5 ) that 
forced regulation of the operation. At about the same 
time, USDA issued a ftruil mlc tiial set a } million 
pound per month limit for exemption of producer- 
handlers in the Arizona-Las Vegas and Pacific North- 
west orders. And in March 2010. USDA extended the 
limit to all federal ortler^s. 

At issue here is what constitutes closing a loophole 
that allows evasion of legitimate federal order 
payments and rc.suUs in unfair compeiliion versus 
imposing unfair resiricitons on dairy fanners' eiiirc- 
prcncuriatism. The USDA cap still exempts producer- 
luutdlers w itii dairy herds smaller than about 1 .51)0 
cows, a large majority of existing dairy Harms. And 
most fanns with lierds larger Uiaii the cap are not :md 
have no interest in becoming a producer-lmndler. 
Hence, the cup would appear (o be minimally 
restrictive. 

Potfting distant ntUL Dairy' ciKiperalivcs often pool 
milk under more than one federal milk order. Disuint 
pooling -pooling milk under orders outside their urea 
of procurement — is advantageous to a cooperative if 
tlie difference in the PPDs between the two orders is 
more than enough to offset ilte hauling costs neces- 
sary to meet the order's touch base producer qimlifi- 
cation standard. With the one-time touch base 
producer qualification provision of the Upper Mid- 
west order, it was economically advantageoas for 
dairy cooperatives and other plums located well out- 
side the order marketing area to affiliate producers 
und their milk and pool on tlte Upper Midwest order. 
During the 2000 - 200.^ period, cooperatives operat- 
ing cheese plants a.s far aw ay os Idahit pooled some of 
their member-producer milk on the Upper Midwest 
order. Once the one day touch base qualiffcmion was 
met, the milk volume from these producers wu.s 
priced under the I <pper Midwest order even though 
no actual shipmenlti subsequently occurred. 

The pool qualification of the distant milk could be 
through an Upper Midwest distributing piam. Ii could 
also be through a supply plant or dairy cooperative 
thiU had sufficient “cushion** in meeting the shipping 
requirements of the Upper Midwest order— that is. a 
pool plant that shipped more than the minimum re- 
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quircd shipping pcrccniage to a distributing plant. Ilte 
plant that qualified the distaju ntilk would receive a 
fee for providing quaiilkation. 

Tlw eft'cct of disutni pooling is to reduce the value of 
the PPD in the receiving market. This (xrcitrs because 
the milk pool is increased more than the money pool. 
In 2003, distant milk from Idaho equaled lO.h percent 
of total producer receipts in the Upper Midwest order. 
The Western order was terminated eflcctive April 1 , 
3(HJ4. litis raised concern that even more Idaho milk 
would be pooled on the Upper Midwest order. Upper 
Midwest dairy cooperatives requested a federal order 
hearing to tighten pooling requirements. The Central 
ittkl Mideasi orders followed with hearings in re- 
spon.se to large quantities ofmilk from Minnesota and 
Wisconsin being potded on these orders, reducing 
Class I utilization and their PPD. 

As a result of these hearings, federal orders were 
amended to lighten pooling requireineiits. This was 
primurity accomplished by requiring that pooled milk 
could not be divertckl for manufacturing to non-pm)l 
plants ItK^alcd inilside of the marketing area. While 
this docs not prohibit the pooling of distant milk on 
the order, it subsianlially weaken.s the incentive to do 
so because more distant milk would incur tran.sporta* 
lion costs. 

Depotfling: Since Class I milk and Class 11 skim milk 
are advanced priced, elapse about six weeks between 
the lime these prices arc announced and when the 
Class III and Class IV prices arc announced If the 
price of cheese during that six week period increases 
enough to raise the Class 111 price by more titan the 
federal order Class f diri'cncnlial. then the Class III 
price will exceed the Class I price, fhis yields u nega- 
tive rPU. Pooled cheese plants, ifsiaying pooled, 
would pay Into the producer .settlement fund the dif- 
ference between their higher weighted average milk 
value and the uniform price for the order rather than 
drawing from the producer settlement fund. Hut when 
thi.s happens, many cheese plants can and do elect to 
depool from the order. elTeclively becoming an unreg- 
ulated plant for the month. This cau.scs higiter volume 
milk receipts in the order to decline, making the nega- 
tive PPD even more negative. Taking the higiter- 
priced Class 111 milk out of the milk poo) 
substantially reduces the money ptkt) and the 
weighted average value of the milk that remains 
pooled- the lower priced Class 1 milk is now a 
greater percentage of the smaller pooled milk volume. 


I1tc largest recorded negative PPD in the Upper Mid- 
west order was S4.1 1 in April 2tHI4. The two-wcek 
average cheese price used in deriving the April 20(M 
Class I skim milk price was Si. 4582 per pound. The 
four-week average cheese price used in deriving the 
Class 111 price was S2.U52U per ptiund. So between 
the times tltc Cla.ss I price was announced and the 
Class III price announced, Utc cheese price increased 
$0.593S per pound. This resulted in the April 2004 
Class 1 price (announced on March 1 Mihl ol'Sl5.44 
per hundredweight and llte April Class III price (an- 
nounced «u April 30(h ) of S 1 9.66 per hundredweight. 
Because of this price inversion, most of the Class 111 
milk on the Upper Midwest order was dcpoolcd as 
cheese plants avoided pritduccr scitlemeni fund pay- 
ments. 

While negative PPl3s have periodically occurred 
since then, they have not been as large. For the Upper 
Midwest order negative PDDs occurred one month 
during 2005, one month during 2007. and 5 months 
during 2008. These negative PPDs ranged from 50.04 
to S0.46 per hundredweight. 

While there is still an incentive for cheese plants to 
depool when PPl>s are negative, federal order amend- 
ments have reduced the incentive. Some amendmenLs 
prohibited "in and oul‘* pooling. Ifa poo) plant 
(cheese plant) decides to depool during one month, 
they can no longer re-pool the following month, but 
rather have to stay depooled for a period of time. The 
Upper Midwest order used a diHerenl approach. It 
limits pooled milk in any month to a specilied per- 
centage of pooled milk in the previous nionih. So ifa 
plant depooled in one month, h could only partially 
repooi in the subsequent months. 

A possible cfTcct of restricting depooling is (hat 
cheese plants might decide to pc*rmanen()y disalHIiate 
from the order. In that case, (he reserve supply of 
Grade A milk for Class I use would shrink and ship- 
ping requirements for remaining pooled supply plants 
and cooperatives would need to be increased. 

Restricting depooling deals willi the $y mptoms of (he 
problem rather than the cause. Die problem is price 
inversion caused by the combination of volatile 
cheese prices and advanced Class 1 pricing. Federal 
orders cannot address cliecsc price volatility, but (hey 
could be altered to eliminate advanced Cla.ss I pric- 
ing. if advanced pneing is rciaiixrd and product price 
formulas continue to be used to deriv e the Class I 
mover, then using C.Ml: cheese prices rather than an- 
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nounceU NASS cheese prices would reduce the like- 
lihtKKl of price inversion. NASS prices arc hi'ijhly 
correlated with CMB prices lagged about two weeks. 
The California milk pricing system uses CMF prices 
tor butter and cltecse in its pricing formulas. Resist- 
ance to using CME prices in federal order formulas 
would come from those concerned about the tliiniicss 
of the CMb spot markets. 


Tndauir^ 

' Ahoui 3 perceDt of U.S. milk pnHluciion is Grade U. which 
can only he uwrd fur nuinufacturcd dairy prodticis. (trade B 
milk IS not covered hy Federal orders. Subsequent cclercncc 
lo “milk” ii Cifode A milk. 

^ Oilier solids are milk solids other than pmicin and huuerfai 
and consist pnmnrily of lactose. 

^ The term. ”ai locailion." means where the plant is situated 
within the marketing area of the order; that is. the Ct«3(<i I 
price applying to the county where the plant i» tocnied. 

* Four Icdenil orders - Ai^lachia. Arixona. Florida and 
5K»ulheasi -pay pntduccn under fot'skim milk pricing, 

'* or the sK federal milk marketing tirden that pay producers 
on the basis ol milk components, four- Midcst. Upper Mid* 
wen, Cciiinil. and Soiuhwesi - apply b somatic cell count ad* 
jusimeni. 


*■ The pool does not balance because the ct>mbined ulilizatiun 
if ilic two handlers does not match uiilixation of milk «s rc> 
necied by the producer pnee dilTercniial. 

^ Grade A and Grade B quality standard.s arc currently nearly 
identical. The .small amount of remaining t hade R milk 
eomes mainly From producers vshtt arc unable lo meet physi- 
cal standards such as cooling rcqtiircments (c.g.. Amish hirtn* 
615 whodo not usemechunioal refrigeration) or well location, 
or from producers who ship Iheir milk to cheese tflciurics that 
arc not regulaicd under Icdcral orders iind arc indilTercni with 
respect to grade as long as the milk niects quality siandunls 

* Some recent studies have estimated price elasticities of de- 
mand for manuraciured dairy products lower (in absolute 
value) than the pnee elasticity i>< demand fur fluid milk prod- 
ucts. See, for example Chouiiuiid. Ibytey M . David b*. Davis. 
JeftTvy T. Lai mncc. and Jcffrc) M. PerlofT, Milk Marketing 
Order Winners and Uiscrs. Applied Fconomics Perfipceiivci 
and Policy 32 1 IK lipring 2010. 

* With modern transportation and packaging it difTIculi to 
determine where one market ends and anniher starts. In gen- 
eral. a Iluid milk plant is regulated by the order in which it Ims 
ihe largest percentage of its fluid milk sales 
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U.S. Dairy Trade Policy 

nxpnrts of dairy pnHlucU }tavc conii* to rcpnscnt an 
importani market for U.S. dairy lamier^. In 2008. the 
milk equivalent of exports represented nearly 1 i per* 
cent of U.S. milk pnxluclion. l.ary:e exports in 2007 
and 2008 were a major factor mulcrtyin^ high faun* 
level milk prices in those years, and the drop in ex- 
ports in 200M was a major reason milk prices 
coilopsed. This recent export experience demon- 
strates the opponunities afforded by serving export 
markets but also the potential price volatility in those 
markets. 

1'he U.S. has been a net exporter of dairy products 
fur many years on a volume basis hut asually a net 
importer on a value basis until 2007. This discrep* 
aiKy is due to ditVerences in die composition of ex- 
ports and imports. U.S’. imports are largely in the 
fonn ol* higher-valued cheese, milk protein concen- 
trate und casein products while the bulk of U.S. dairy 
exports are lower-valued nonfat dry milk and wiiey 
products. Milk protein concentrate imports have gen- 
erated vticifcrous complaints from dairy' farmers be- 
cause they are not subject to tariff rate quotas and 
substitute for domestic milk protein in a large mim- 
hcr of dairy and food manufocluring applications. 


As a member of the World Trade Organi/ation 
(WTO) the United Slates is subject to rules and re- 
strictions relating to market access, expon suKsidies, 
and domestic agriciillunil programs that may distort 
world trade. A new world trade pact— 4lie Dolta 
WTO Round — lias been in the process of negoUation 
since 2001 . While negotiations arc currently stalled, 
progress to date suggests that a CiMupleicd round will 
yield mure dairy trade opportiuiitic.s for the United 
Stales bUL at the same time, provide more open ac- 
cess to dairy imports and limit options available for 
supporting milk prices and dairy farmer income. 

Mislurical Review' 

U.S. dairy export value was essentially stagnant from 
I9d.^ llimugl) 200.^ at about SI hillinn. Over the 
some period, the value of dairy imports al-Kiut dou- 
bled. resulting in an increasing dairy trade dcncit 
measured by value, lixport growtii exceeded import 
growth lh>m 2(H)4 through 2(K)6. narrowing the trade 
gap, aitd in 2(X)7. die U.S. became a large net ex- 
porter of ditiry products, live trade surplus was even 
larger in 2008 before collapsing world markets 
sharply cut the value of both imports and exports In 
2009. 
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The U.S. exptms a wide variciy of dairy prod* 
IIC15. but three - nonfat dry milk'skim milk pow- 
der. dry whey products and chevse—vtccoimicd 
for about 7h percent of total export value in 20<W. 

U.S. dairy products were shipped to 1 53 coun- 
tries in 200M. The bi]>ge.si customers are next 
door Mexico is our laryicst foreign market, and 
its share of UHal cxp<.irts has grown steadily since 
imptcmeniation of the North American l-rec 
Trade Agreement (NAFTA) in 1995. ruiwtla 
accmmied for 16.5 pcrcenl of 2009 tiairy export 
value. Other important buyers are l£ast Asia 
(primarily Japan, Chiita and Korea) attd six 
Southeast Asian countries. 

U.S. mtpstrts of dairy products are also diverse, 
but cheese has long been (he largest import item. 
Cheese accounted for 4.3 percent of 2009 dairy 
import value. Conceiiirated milk protein imports 
Ibllowed cheese in importance with, a combined 
30 percent of imptnl value. 

The U.S. imported dairy products Iron) 8S coun- 
tries in 2(MI9. Imports were dominated by the £U 
(principally cheese) Oceania, Canada and Mex- 
ico. Italy, ( ranee and the Netherlands accounted 
for about 60 percent of the value of imports I'mm 
the KU. 


L.& Kxporls of Dairy Products, 2(ili9 
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Dairy Trade Issues 

HoHd Trade Organization hsue.\ 

Tiic eurrcni WTO ruiinJ was ronnali> iniiialcU wuh 
a declaration in November 2t)0l duriit^ a ministerial 
meeting held in Doha. Qatar, fhe agricultural negoti* 
ations had started months earlier under the Agree- 
ment on Agriculture. Since the Doha declaration, 
ministerials have been held in Concun in 2009, 
(ieneva in 2004 and Hong Kong in 2005. 

There are three "pillars*’ included in the WTO agri- 
cultural negotintion.s: 

• Market Access. Prior lo the Uruguay Round Agri* 
cuitnrul Agreement (URAA) many agricultural prod- 
uct imports were restricted by quotas or other types 
ornon-iarin'insirumems. Die Uruguay round con- 
verted all non-tarifr barriers into taritV equivalents in 
n process called "larinication.'* This process at- 
tempted to create a larilVfhat would leave the ratio of 
the internal price lo world price unchanged from 
what existed under the rK>n-(aritTinstrumcnt. Besides 
the conversion of non-tariffbarriers, the URAA en- 
sured that access to markets did not decline under 
tarilllcation by the introduction of lorilf-rate quotas 
< I RQs) that had a lower in-quota larilTraie. Die tar- 
ifTs c«lablishc*d under the URAA were then cut on 
average by 36 percent (at least 1 5 percent for each 
product) over five years (1995-2000) for developed 
countries and by 24 percent (at least 10 percent for 
each product I over ten years ( 1 995-2004 ) for devel- 
oping countnes. (.east developed countries were not 
required lo make laritT cuts under the l?RA A. fherv 
were special .safeguard provisions in the URAA that 
allowed goveminems to take action in cases of rap- 
idly declining prices or surges in imports. Die 
URAA set the stage for future trade rounds to deal 
more easily with market bccc.s.s issues since market 
access became increasingly ironsporeni with mm-tar- 
ilTburriers removed. 

Although agricultural products are now only pro- 
tected hy taritfs in most cases, many tariffs remain at 
levels that are high enough lo prevent meaningful 
market access. The numerous proposals on market 
access reform under die (X>ha round have called for 
I'urther reductions in tarilTs in an effort to achieve 
greater progress in CNpaiiding agricultural trade. 

Early in the Dulia n>urul. some countries pn^posed 
that cuts in tariffs should not he from the URAA 
hound rales but from applied lariR' rales, the rale 
countries actually impoM; on goods. In many ca.se5. 


the applied rates are well below their respective 
bound rates, so diere is no additional market access 
opportunity until the bound rate is reduced to below 
die applied rate. There are many other issues related 
to larilT reductions that range from domestic food se- 
curity to tariff escalation that occurs in an attempt to 
protect processing industries. T here have been many 
difTerent proposals otfered to cut tariH's. They all dif- 
fer in the degree in which tliey attempt to eqiiali/e 
toritfs over time. The Swiss formula, for example, 
provides for a narrow nmge of IhtuI tariffs and a 
maximum final tarilT rote. 1'he latest Doha propv>sals 
have looked at bands that cut die largest larirfs by die 
largest percentage and smolicr larirrs by a smaller 
percentage in an attempt lo harmonize rates. Further 
market access issues identified in the Doha round in- 
clude tariff quotas. tarinquota administration, spe- 
cial safeguards and state trading enterprises. 

Under most Doha proposals, additional market ac- 
cess for most US. dairy product market-s will occur. 
This additional access will tend to lower U.S. prices. 
Perhaps more important will be reductions in U.S, 
larilTs that will allow products like butter to How 
more easily into the U.S. whc*n domestic prices are 
high relative to world prices. This will lend to cut the 
extreme peaks in U.S. prices that have characterized 
butter markets over the past few years as larin's have 
been high enough to easentially keep over-TRQ im- 
ports from entering the U.S. 

fhere is coasiderahle evidence dial additional 
global market access achieved by a successful Doha 
round agreement would increase world dairy prices 
to levels closer to current U.S. prices. This would 
minimize the negative effects of expanded maikct 
access to the U.S. dairy sector and could even cause 
U.S. milk prices to increase because of expanded ex- 
port opportunities could outweigh additional market 
access. 

• Export Subsidies. Existing WK) rules prohibit 
export sub.«idic.s on agricultural ptoducis unics-s they 
are specillcd in a country 's comniilmcni list. .Subsi- 
dies on eligible products were required lo be cut 
from base peruKl ( 1986-199(1) levels In both volume 
and value terms. Developed countries were required 
to cut the value by 36 percent and llie volume by 24 
percent In equal increments over (he 1995 to 2d()0 
period. (X'veloping countries were required lo cut the 
value by 24 percent and the volume by 14 percent in 
equal increments over the 1995 lo 2004 period, (.east 
developed countries were not required lo make any 
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culs. There are 25 WTO members who are able to 
use export subsidies, but only for products on their 
commitment lists. 

An interim agreement in the Doha round of WTO ne- 
gotiations calls for the elimination of all export sub- 
sidies. including export credit programs, by 2013. 
Subsequent proposals have sought a large cut in ex- 
port subsidies early in the agreement period, fol- 
lowed by an adjustment period befoa* elimination of 
all subsidies. Other proposals would allow greater 
flexibility in the use of export subsidies for develop- 
ing countries. Smaller developing countries who im- 
port much of their food are seeking less aggressive 
culs to subsidies, fearing that large reductions could 
aflect food costs for their consumers. Although there 
is general agreement to continue to promote food aid 
for humanitarian purposes, there are concerns about 
how to properly discipline food aid so that it is not 
used by countries to primarily rid themselves of bur- 
densome surpluses. The role of state trading enter- 
prises and differences that exist relative to private 
companies is also a point of contention under the ex- 
port subsidy debate. 

Proposals under consideration would make the Dairy 
Export Incentive Program (DEIP) less important to 
the U.S. dairy industry. Current levels of dairy prod- 
ucts that can be exported under the DEIP are: butter 
and butteroil, 21,097 metric tons; skim milk powder, 
68,201 metric tons; and cheese, 3,030 metric tons. 
Annual DEIP commitments begin on a July 1 year. 
With further cuts in allowable DEIP exports, the 
Commodity Credit Corporation (CCC) would likely 
purchase more nonfat dry milk during peritxls of sur- 
plus prixluction. 

The larger issue under the export subsidy pillar for 
the U.S. dairy industry is not the reduction in the 
DEIP. but the likely elTect on dairy product prices of 
fewer subsidized exports from other countries. World 
dairy prices should rise as a result of cutting export 
subsidies. Analysis conducted by FAPKI examining 
the U.S. proposal of October 2005 suggested that the 
cut in EU subsidized exports would be large enough 
to increase world dairy prices to U.S. levels. This 
would limit the downside negative effects of changes 
in U.S. domestic support and market access for dairy 
products. Without export subsidy reduction.s, the 
U.S. proposal would be negative for the U.S. dairy 
industry. 


* Domestic support. The main issue surrounding do- 
mestic support programs is their tendency to stimu- 
late domestic production. This can squeeze out 
imports and provide motivation for a country to use 
export subsidies to move excess pixxluct offshore, 
lowering world prices. The WTO Uruguay Round 
made a distinction between domestic support policies 
that stimulate production and distort trade and pro- 
grams that have only minimal effects on trade. This 
categorization resulted in the creation of colored 
“boxes” to represent ihe di flerent types of domestic 
support. Using a traffic light analogy, the green box 
is used for domestic support that has minimal trade 
effects and can be used freely. Examples of programs 
that fall into this category are: research, infrastruc- 
tua* and payments to farmers that do not stimulate 
production. Domestic support that has a direct effect 
on production and trade was put into an amber box 
and was to be cut under existing WTO rules. Pay- 
ments made to farmers that required limiting produc- 
tion to be eligible were defined to fall within the blue 
box and did not require reductions. Rules were put in 
place that countries must use to calculate a value of 
the total domestic support each country provides pro- 
ducers that includes direct support, input subsidies 
and revenue transfers from consumers to producers. 
This calculation became a country's aggregate meas- 
ure of support (AMS). Each country had to calculate 
its base pcritxl ( 1 986- 1 998) AMS and agree to make 
cuts from that base period level. Developed countries 
had to cut their AMS by 20 percent over the 1 995- 
2000 period while developing countries had to cut 
their AMS by 1 3 percent over the 1 995-2004 period. 
For the U.S., the base period AMS was S23.9 billion 
and the required 20 percent URAA reduction resulted 
in an AMS ceiling in 2000 of S 1 9. 1 billion. There are 
34 WTO members who have commitments to reduce 
amber box spending in the URAA. The remaining 
WTO members must keep domestic support w iihin 5 
percent of the value of production ( 1 0 percent for de- 
veloping countries). 

There have been several proposals in the Doha round 
for reforms to domestic support. In nearly all cases, 
the proposals have focused on further reductions or 
outright elimination of amber box spending. A U.S. 
proposal called for a 60 percent cut in domestic sup- 
port which results in an AMS ceiling for the United 
States below' $8 billion. Other issues continue to be 
debated regarding matters like de minimis rules and 
further refinement of both the green and blue box 
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dofinilions. Sumc counlnc!> wiiiry uboul bax ^ihiUing 
as countries reduce umber box spending but oiVset 
that decline Nvith ga'cn box or blue box spending. 

The AMS calculation for just llie dairy price support 
program in the Uruguay Round was moa* than S4.5 
billion. I'hc paispcet ol Ooha Round-alaled cuts in 
umber box spending was the primary reason that the 
method of supporting milk prices was altered in the 
2(MJX Fann Rill (see paper on the Dairy Product Price 
Support Program!. 

The Northeast Interstate Dairy Compact N\as in- 
cluded in the U.S. domestic support notiUcatinns and 
suggests that new compacl-iike programs will also 
fall into (he amber box. Dk Milk Income Loss C on- 
inict (MILC) program is also included in the U.S. 
AMS notifications beginning in 2002, In 2002. the 
dairy AMS level jumped to S6.3 billion with the ad- 
dition ot'MILC spending. 

MPC Imports 

Milk Protein C'onecntraie (MPC) is a non-lal. high- 
protein milk powder that i.x mode by ullrullltrution 
and drying of skim milk. It has similar uses to nonfat 
dry milk (NDM). which is typically produced by 
spray-drying skim milk, but has a higher protein con- 
tent — 40 to W percent compared to 34 to 36 percent 
for NDM. Recau-sc of its higher protein und corre- 
spondingly lower lactose relative to NDM, (he u.se of 
MPC to "standardi/f" cheese milk (optimize the fnt- 
lo-cusein ratio) enhances both the economics and the 
technical enTiciency of cheesemaking. MK” can only 
be used in making cheeses and cheese foods that do 
not have a U.S. FikxI and Drug Adminisiruiion 
( FDA) .standard of identity. But MPC' is also an in- 
gmdicnl in o wide array of other food products such 
as frozen dcsen.s, bakery and conlixtivmery pnHlucts. 
sports and nutrition drinks und bars (energy bars), 
and nutrition suppiemenis. 

Until recently, there was no MPC produced in the 
United Stales, und production rerruins limited be- 
cause of a lock of incentives. The Dairy Product 
Price Support Pntgram sets an intervention price for 
NDM that generally makes it more profitable to 
manufacture NDM than MPC. There is mily a token 
larilV(0.l 7 cents per pound) on imported MPC, Con- 
sequently, a.s the demand for MPC has increa.sed be- 
cause of its functionality and low price per unit of 
protein relative to NDM, U.S. imptuts have also in- 
creased. The U.S. imported levs (linn 10 million 


poumlsof MPC in the early I990’s. Imports in 2005 
were 172 million pounds valued at 111223 million, 
comprising nearly 10 percent of the total value of 
U.S. dairy imports. Since then. imp«ins have receded, 
partly in response to growing domestic production. 

In 2009. MK' import volume was 114 million 
pounds while domestic production was 92 million 
pounds. 

Id the extent that they substitute for each other, im- 
ported MPC has caused displacement of dumesti- 
cally-produced NDM. IXsplaceincnt is hard to 
intiiisure because of the lack of hard evidence on suh- 
stiuilability in many applications, especially newer 
products that have always used MPC. UW rvsearch 
estimated that the maximum displacement ranged 
I'rom KO (o 43(1 million pounds ofNDM annually be- 
tween 1997 and 2002. Ciovemmenl purchases of 
NDM exceeded its estimated displacement by MPC 
in each of these years. In other w ords, the gov em- 
inent would have purchased NDM under the support 
program even if there had been no MPC imports. 
Consequently, (he producer price cITect was minimul. 
Large IJ.S. exports ofNDM in response to strong 
world market prices starting in 2004 resulted in no 
gov’cmmeni pua'hases, and expanded MPC imports 
were used to supplemeni NDM supplies. 

Linder WTO rules, the U.S. has limilcJ ncxibilily in 
applying new tarifTs and must compensate countries 
that w ould be penalized by expanding tarilTs beyond 
what wore agreed to under the Uruguay round. The 
nature of compensatum is subject to negotiation. It 
could he a cash .settlement for lost exports. Moa* 
likely, it would involve raising laritf-rate quota.s or 
lowering the over-quota tariff on other dairy products 
the country’ exponod to the LLS. This would pa«bably 
he cheese, which is a major export item for most 
countries that export MPC to (lie U.S. 

Future Kale of the United States in Interna- 
lionul Dairy Trade 

The United States substantially increased its role in 
world dairy markets over (he last decade, but it is un- 
certain whether that will continue. Despite growih in 
export-s. inlcniational sales remain an auxiliary enter- 
prise for most U.S. dairy companies. I>airy tarmers 
in the United States are ambivalent about expanded 
global trade, focusing (heir attention more on re- 
stricting U.S. imports than on increasing exports 
Both milk priKlucers and munulacturers arc appre- 
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hcn!>ivc atniul (he price volatility associated with 
Nvorld markets. 

The graphs of chec.se, huttcr and nunfui dr>' milk 
prices bclosv highlight the role that the U.S. lias 
played in global dairy markets. In the early 2(>i>0‘». 
domestic dairy product prices remained ab(»ve world 
prices as a result uf large import tarilTs and the dairy 
price support program. With the rapid increase in 


world dairy prices that began during 20(17. the U.S. 
found iLseli in a competitive position and willing to 
commercially ship product into world markets. Tlie 
question the dairy industry must decide Is one of 
leas ing current domestic programs tmacl und only 
using world markets when prices ri.se uIhwc domestic 
prices plus transportation or adjusting programs U’ 
the point that the U.S. becomes con.sisteni suppliers 
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to Other countricN even in pcntxls ol low world 
prices. 

Becoming consistent suppliers muy allow lor much 
large markets to be built than would be the case of' 
using world markets to move products only when 
global prices are high. This i.s not a simple questitm 
to answer and depends greatly on the global outlook 
for dairy demand 

One issue that must be included in deciding this 
strategy is cxcimngc rates. 1lie U.S. dollar has de|)rc> 
ciauid against many currencies for much of the 20l)Us 
which has made U.S. products cheaper in iHher ciuin- 
tries' currencies. Although mast experts do not ex- 
pect the U.S. dollar to strengthen in the ncM decade, 
if it were to strengthen it could jeopardize the U.S. 
position in world dairy markets. 

A New View Regarding Choices for the U.S. 
Industry 

Ihe Innovation ('enter for U.S. Dairy (IC'I recently 
commis-sioned a major study to son through U.S. 
dairy trade challenges and opponuniiics. A task force 
consisting of 1C hoard members actively engaged in 
dairy exports was named to direct the study and Bain 
& Company was contracted to conduct interviews 
with a broad range of dairy sector stakeholders and 
perform other aimlyses. The rehiied report, entitled. 


The Impact of (tiohali/aiion on the U.S. Dairy In- 
dasiry: Tltreals. Opportunities, and Implications, was 
released October 

1C traced the follow ing likely future .scenario w ith 
respect to world dairv trade and implications for the 
U.S.: 

• World demand for dairy products will gntw mpfdly, 
primarily us a result of strong ecommtic growih in 
hast and Southeast Asia, the Middle East, and North- 
ern Africa. Internal milk production in these coun- 
tries cannot keep pace w iih increased demand. 

• The resulting net demand gro\vth will exceed the 
potential milk supply growth in traditional low-cosi 
dairy exporting countries (New Zealand and Aus- 
tralia) despite higher world prices, resulting in a "la- 
tent demand gap" forecast at 7 billion pounds milk 
equivalent by 2013. 

• I he U.S. has the opportunity rtol only to help fill 
this global demand gap, hut alH> to benefit Imin dis- 
placing imports with internal .sources of pr^tducl. 

• To hilly exploit this opportunity. U.S. exporters 
would need to be consi.sient suppliers of high-quality 
products in the form demanded by imp«Micrs. federal 
dairy policy changes would be nece.ssary as well. 

« The w indow of opportunity aflordod by the latent 
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denuinil gap may he limitci) ii'non*tradi(jomil dairy 
cvponers- -notably Brazil and Ukraine— success- 
iully deal \\ilh existing constraints to expanded pro- 
duction. But hy committing to exports now, U.S. 
tirms may he able to thwart this new competition. 

1C idcnlilicd four strategic options for the U,S. to 
pursue: Kortress IFS.A, the status quo, consistent ex- 
porter status, and global dairy player. 

The Fortress US.A option — exclusive I'ocu-s on the 
domestic market — w as deemed inl'easiblc because it 
would require higher irude burners and some form of 
supply contn)! to match domestic supply w’ilh de- 
mand ut acceptable Farm-level milk prices. Restrict- 
ing market access would violate existing WTO 
commitments and u completed Doha round agree- 
ment will likely runher expand market access. Adop- 
tion ol'a strong fonn of supply control was 
considered a political long shot. 

Maintaining the status quo is the easiest option be- 
cause no changes arc necessary and indusu^ stake- 
holders have become eomtbrlable operating within 
the current system. But the status quo would margin- 
alize the U.S. role in world markets and run the risk 
of increasing dairy imports and displacement of dairy 
ingredients by non-dairy subsiiiuies. 

I'bc global dairy player option would CHScnlially 
adopt the strategy employed by exporl-oficnted 
countries like New Zealand and Ireland, where major 
dairy companies (c.g., Konterra in New Zcaiand. and 
Ctlanhia in Ireland) focus almost exclusively on ex- 
port .sales. Tltesc companies have developed exten- 
sive trading relationships with importing countries 
and have established e)ab(>rQte networks of joint ven- 
tures and direct foreign investmenLs to saturce sup- 
plies ouLsidc their headquarter counirics. While seen 
as u possible longer-term goal, the 1C concluded that 
seeking global player status was premature. 

Tlie recommended 1C option for the U.S. daity in- 
dusir) was the consistent exporter status. This would 
involve an industry cominiunem to enhance dairy 
companies' trading .skills and to manufacluiv pnxl- 
ucls aligned w ith foreign buyers’ needs. It would also 
require altering icderal programs and regulations that 
impede daily- exports and impixn ing tool.s to manage 
price ri.sk. 


Mure spednctdly, achieving consistent exporter sta- 
tus would require (hat importer^ perceive the US as 
a consistently reliable supplier of consistently high- 
quality daio products manufactured to (heir specifi- 
cations and meeting (he changing demands of their 
cunsimiers. Whether U.S. dairy companies are will- 
ing to commit to the related changes in their business 
practices is not clear. Fven if they were, the presence 
of the Dairy Product Price Support program stands in 
the way of Uic U.S. being perceived as a reliable sup- 
plier. since the Commodity Credit Corporation may 
periodically reprc.sen( a more lucrative sales outlet 
for NDM, butler, and cheese than foreign buyers, 
fhc 1C report also suggc.sicd that existing l-OA stan- 
dards of identity could also stand in way of U.S. 
companies being able to make the right products In 
meet export demand. 

Recognizing the potential risks associated with 
world market price volatility, the 1C report recom- 
mended strengihetiing price risk management tools 
available to dairy farmers and manufacturers. While 
it did not identify methods ofdoing this, the report 
was critical ofthe Federal Milk Marketing Order 
system for increasing price volatility by limiting the 
dev clopmcnt of forward contracting and use of dairy 
futures markets. 

it is important to point out that the innovuiioit C enter 
globalization task force members represented major 
cooperativ c and proprietary manufacuiiei> of cheese, 
butter and NDM, which, along with whey products 
derived from cheese production, are the principal 
U,S. daily export items. Whether dairy farmers 
would have come up with the same conclusions and 
recommendations is un open question. 

Regardless of the leasihility or (he overall dairy in- 
dusiiy accepiaitec ofthe 1C sinucgy. the report pro- 
vides a useful starting point for discussing the future 
U.S. rt>le in international dairy trade and how to sup- 
port that role. 


r.iitln»(e« 

' Trade data tor (he charts here arc drawn fnini the 
USDA-FAS Global .Agricultural Trade System, 
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